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Editorial Comment 


Very little study has been directed to farm costs 
Farm in this country; consequently Mr. Gardner’s 
Costs article in this issue on the cost of wheat growing 

is instructive, the more so because of the present 
policy of the Dominion government of guaranteeing to 
the Western farmer a minimum price per bushel for his 
wheat and the reported new plan of bonuses on an acreage 
basis. 

Farm research has been under way for some years in 
Great Britain, and the industry in Canada has an oppor- 
tunity of learning much from that quarter. One of the 
active bureaux is the Agricultural Economics Research 
Institute at Oxford. The Ministry of Agriculture in the 
British Government is also engaged in extensive studies 
and among other statistics has prepared useful information 
on the extent of mechanization of the industry. For in- 
stance this department finds that in 1938 one out of five 
farms of more than twenty acres in size in England and 
Wales had a tractor, while every third farm had some kind 
of stationary engine. 
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The process of farm mechanization is being hastened 
in Great Britain because of the development of smaller, 
cheaper and more adaptable machines. The following ob- 
servations of The Economist (London) should give food for 
thought to not a few farmers in Canada: “It is noteworthy 
that manufacturers have recently produced a series of small 
tractors suitable for the larger market-garden or for field 
vegetable crops. The pressure of still higher wages and 
shorter hours is also likely to increase rather than to dim- 
inish in the immediate future and will further increase 
the stimulus towards mechanization; if the agricultural 
worker is to obtain a standard of living equal to that of 
the employed townsman, his efficiency must be increased 
by giving him better tools and more mechanical power, even 
if that development involves the employment on the land 
of a decreasing number of persons.” 


The depression in agriculture about which 
Wider View so many references appear in the public 
Needed in press is a world phenomenon. Not only in 
Agriculture Canada but throughout the world the pro- 

ducers of agricultural products are in dis- 
tress. Is it not one of the remarkable features of recent 
economic history that while the manufacturing industry 
has on the whole enjoyed a large measure of prosperity the 
Western agriculturist in both Canada and the United States 
has been in almost continuous difficulties? The farmer has 
been prone to look at local conditions as the cause of his 
reverses instead of considering much larger influences at 
work. In his eyes the main stumbling blocks to his pros- 
perity are lack of credit facilities, grasping machinery pro- 
ducers, lack of government support, tariffs and the weather. 
He does not stop to consider the fact that the production 
of staple articles of food, such as wheat, ministers to human 
needs which have very definite limitations—even though 
everybody were receiving a normal amount of food. 

When an individual doubles his income, in like measure 
he is able to increase his consumption of many things but, 
as Adam Smith has said, “the capacity of the human 
stomach is limited;” he certainly does not double his con- 
sumption of bread. When providing bonuses to wheat 
growers, then, our government should recognize that fact, 
otherwise by such paternalism it encourages a greater pro- 
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duction of wheat which in turn adversely influences world 
prices of the commodity. Unless the government is willing 
in future years to increase its subsidy in proportion to the 
decreasing price, the last state of the farmer can only 
become worse than the first. 

Is it not possible for those in agriculture to take a lesson 
from the manufacturer in industry? Would not the re- 
moval of artificial barriers—one of which is the subsidy 
mentioned—tend to hasten the transfer of labour and capital 
from the production of necessities, which are incapable of 
expansion, to the production of either those agricultural 
products which are more in the nature of luxuries, or to 
altogether different kinds of products? This seems to be 
the logical plan to adopt in a rational world. There is in- 
deed a tremendous field for research here. 


In his book The New Despotism, Lord 
Parliament Hewart, Lord Chief Justice of England, 
Shirking Its has much frank criticism of the persistent 
Responsibilities influences at work in recent years which 

are having the effect of placing a large 
and increasing field of departmental authority and activity 
beyond the reach of the ordinary law. What he says applies 
in equal measure to the delegation of parliamentary func- 
tions in Canada to administrative departments of govern- 
ment, and we take the opportunity of referring to some of 
his observations. 

When applying Lord Hewart’s comments to conditions 
in this country, we want at the outset to make it clear that 
there is no intention to reflect on the ability or sincerity of 
purpose of those charged with the duty and responsibility 
of administering the statutes in question; our criticism is 
directed rather against a system which delegates to depart- 
ments of government powers which parliament should either 
reserve to itself or confer only on established courts of 
justice. 

Perhaps the following excerpts from the judgments of 
the Exchequer Court and the Supreme Court of Canada 
in a recent income tax appeal will serve as illustrations. 
“It was urged on behalf of the respondent* that the rules 
and regulations contained in the circulars, appendices and 





*The Minister of National Revenue. 
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schedules are merely intra-departmental instructions for the 
guidance of officials of the department and are not destined 
to the public; counsel for the respondent, on this ground, 
challenged their admissibility in evidence and objected to 
their production. I am not inclined to adopt this view,” 
stated Mr. Justice Angers of the Exchequer Court; “a tax- 
payer is, as I think, entitled to know the rates of allowances 
for depreciation so as to be in a position to determine the 
amount of his net revenue for any taxing period. These 
circulars, appendices and schedules are not only for the di- 
rection of income tax inspectors but are also for the guidance 
of the public.” 

Again, section 5 of the Income War Tax Act provides as 
a deduction from income such reasonable amount as the 
Minister in his discretion may allow for depreciation. Two 
justices of the Supreme Court gave as their opinion in this 
appeal that according to the provisions of the Act “it would 
seem fairly plain that it was the intention of Parliament 
that there should be no depreciation allowance unless the 
Minister in his sole discretion decided that there should be. 
There is nothing anywhere to indicate the principle or 
basis on which the depreciation allowance is to be ascer- 
tained .... In the present case the Minister has exercised 
his discretion and the statute does not define or limit the 
field for operation of such discretion.” 


As Lord Hewart has put it, it is one thing to confer 
power, subject to proper restrictions, to make regulations; 
it is another thing to give those regulations the force of a 
statute. It is one thing to make regulations which are to 
have no effect unless and until they are approved by Par- 
liament ; it is another thing to make regulations, which come 
into force without the assent or even the knowledge of 
Parliament. Again, it is another thing to place the decision 
of a Minister, in a matter affecting the rights of individuals, 
beyond the possibility of review by the courts of law. 


The judgments to which reference is made 


How above have only been taken as illustrations 
Officialism because they have to do with the Income War 
W orks Tax Act with which the members of the legal 


and accountancy professions come into con- 
tact almost daily. But nearly everybody knows that in 
scores of other parliamentary enactments there has been 
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vested in public officials the power of rendering decisions 
in questions of a judicial nature. When a statute provides 
that the matter is to be decided by the Minister, it really 
means that the decision will be made by one or more officials 
and, often as not, the Minister does not hear of the matter 
or the decision. On this aspect of the situation Lord Hewart 
points out that such official is not bound by any rules of 
evidence nor is obliged to receive any evidence before coming 
to a conclusion. Even if evidence be admitted, he may 
wholly disregard it without diminishing the validity of his 
decision, and it is not usual for the official to give any 
reasons for his decision. More specifically, Lord Hewart 
states: 


To employ the terms administrative “law” and administrative 
“justice” to such a system, or negation of system, is really gro- 
tesque. The exercise of arbitrary power is neither law nor 
justice. The very conception of “law” is a conception of something 
involving the application of known rules and principles, and a 
regular course of procedure. There are no rules or principles 
which can be said to be rules or principles of this astonishing 
variety of administrative “law,” nor is there any regular course 
of procedure for its application. It is possible, no doubt, that 
the public official who decides questions in pursuance of the powers 
given to his Department does act, or persuades himself that he 
acts, on some general rules or principles. But, if so, they are 
entirely unknown to anybody outside the Department, and of what 
value is a so-called “law” of which nobody has any knowledge? 
The idea of justice contemplates at least an independent and im- 
partial judge, who founds his judgment on evidence and reason... 
The public official is not independent. One would have thought it 
perfectly obvious that no one employed in an administrative 
capacity ought to be entrusted with judicial duties in matters con- 
nected with his administrative duties. The respective duties are 
incompatible. It is too much to expect in such circumstances that 
he should perform the judicial duties impartially. Even if he acts 
in good faith, and does his best to come to a right decision, he 
cannot help bringing what may be called an official or departmental 
mind, which is a very different thing from a judicial mind, as 
everybody who has had any dealings with public officials knows, 
to bear on the matter he has to decide..... 


The departmental policy of secrecy, which is inveterate, is 
in itself sufficient to condemn the system under which the public 
Departments act as tribunals to decide disputes of a judicial nature. 
This secrecy naturally leads to the conclusion that the Depart- 
ments are afraid of their proceedings being made public, and 
tends to destroy all confidence in the fairness of their decisions. 
How is it to be expected that a party against whom a decision 
has been given in a hole-and-corner fashion, and without any 
grounds being specified, should believe that he has had justice, and 
even the party in whose favour a dispute is decided must, in such 
circumstances, be tempted to look upon the result as a mere piece 
of luck. Save in one or two instances, none of the Departments 
publishes any reports of its proceedings, or the reasons for its 
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decisions, and as the proceeding themselves, if any, are invariably 
held in secret, even interested parties have no means of acquiring 
any knowledge of what has taken place, or what course the De- 
partment is likely to take in future cases of the same kind that 
may come before it. A department tribunal is, however, in no 
way bound, as a Court of Law is, to act in conformity with pre- 
vious decisions, and this fact is commonly regarded as one of 
the reasons for the policy of secrecy. Others may think that the 
Department is afraid to disclose the inconsistencies and want of 
principle in its decisions. However that may be, the policy is 
fatal to the placing of any reliance on the impartiality and good 
faith of the tribunal. It is a queer sort of justice that will not 
bear the light of publicity. 


According to the Income War Tax Act any per- 
Why Tax son who objects to the amount at which he is 
Appeals assessed may serve a notice of appeal upon the 
Are Rare Minister who shall consider the same and notify 

the appellant of his decision. If the appellant 
is still not satisfied that justice is being done his only 
course is to enter a notice of dissatisfaction and appeal to 
the Exchequer Court, at the same time depositing security 
in a sum not less than four hundred dollars for such appeal. 
A more prohibitive privilege could hardly be devised. It is 
no wonder that since the Income War Tax Act was passed 
in 1917 only forty-nine tax appeals have been heard by that 
Court. In the face of these facts the reader has reason to 
wonder if the taxpayer in Canada has been afforded the 
measure of justice to which he is entitled. 


The condition of administrative law is such that it does 
not improve but tends rather to become more serious with 
passing years. Before the eyes of the citizens the whole 
scheme of self-government is being undermined and in a 
way which no self-respecting people should for a moment 
tolerate. In bygone days when Parliament was defied, the 
adequacy of the provisions in parliamentary statutes was 
diligently watched ; today Parliament is not offered a similar 
challenge, but is cajoled and is administered an anaesthetic 
by those who would subordinate its functions, evade the 
courts and make the will of departments supreme. 


What remedies can be offered to the situation 
Suggested depicted by Lord Hewart and which also exists 
Remedies in Canada? It is not our place to advise Par- 
liament on its functions and duties. Some of the 
more obvious remedies, however, will have already occurred 
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to the reader. The provisions in the various statutes giving 
wide powers of discretion to the Ministers should be elimin- 
ated. In respect of income tax legislation, for instance, 
the present skeleton provisions of the Income War Tax Act 
should be enlarged, after the law officers of the Crown, in 
collaboration with a committee of prominent business men, 
lawyers and practising accountants, have made a study of 
the statutes of other countries, particularly the income tax 
legislation of Great Britain which has a century’s growth 
behind it. Greater facilities should be provided at a nominal 
cost for tax appeals from local inspectors to regional 
boards—one for the Maritime provinces, one for each of 
the other six provinces and one at Ottawa. Each board, 
the members of which would serve without remuneration, 
should consist of three individuals—a member of the bar 
with an expert knowledge of tax law, a business man, and 
a member of the accountancy profession with considerable 
experience in public practice. The decisions of the boards, 
like the decisions of other courts, should be made public. 
Under some such plan there will develop a body of decisions 
and precedents which will serve to simplify the administra- 
tion of tax legislation in Canada and will do away with the 
many departmental rulings that are at present unknown to 
the public. 


Under the present unsettled world con- 
Accountants and ditions, with the dictatorship nations 
National Service urging their wills upon less powerful 

countries, members of the British Com- 
monwealth of Nations may find themselves facing a national 
and empire emergency. 

It was demonstrated in the World War twenty-five years 
ago that the services of accountants were of the greatest 
importance, and that will be true to the same degree in 
any future upheaval. We are informed that the Ministry 
of Labour in Great Britain recently approached the account- 
ancy bodies there for co-operation in the compilation of a 
register of their members who would be prepared to offer 
their services in such emergency, and that a communication 
and questionnaire for that purpose have been sent by these 
societies to their members. The President of the Institute 
of Chartered Accountants in England and Wales has been 
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nominated by the accounting bodies to serve on an advisory 
committee in connection with such a register. 

Possibly our government in Canada would hesitate to 
take steps at present to prepare any sort of register of the 
people; but that does not in any way prevent our profession 
compiling information regarding its membership which 
would be of service in a case of emergency. A register to 
that end, we understand, is being prepared unofficially by 
the members of one of the other important professions in 
Canada. It is safe to say that such a survey would be just 
as effective as that done under the direction of a govern- 
ment department, and the cost should be small. 
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WHEAT PRODUCTION COSTS 


By R. W. Gardner, Chartered Accountant, 
Lethbridge, Alberta 


_ the multiplicity of discussion on the wheat situ- 
ation in Western Canada there do not emerge any 
authentic figures as to the cost of production. This major 
industry competing in the world’s markets should have in- 
formation, if it is to deal intelligently with the situation, 
on what it costs on the average to raise a bushel of wheat. 
The day of the rule-of-thumb computation of costs in in- 
dustry is a thing of the past, and every industry, with the 
exception of agriculture, knows to a decimal fraction what 
it costs to produce a unit of its product. The taxpayer is 
entitled to know and the government should know in order 
to form an intelligent opinion of the fair price at which 
to peg wheat when this form of protection is considered 
desirable. Incidentally it might be said that the pegging 
of wheat prices may lead not infrequently to agricultural 
policies and methods which an observant and diligent farmer 
would take pains to avoid if he used the same business 
acumen which he should have used in the absence of any 
assistance from government. It is true that experimental 
stations publish costs of production, but these are no cri- 
terion of the average costs of the average farmer. If one 
should ask half a dozen farmers what it cost to produce 
a bushel of wheat, one would probably get half a dozen 
answers ranging from fifty cents to a dollar. The truth 
is that, with the exception of the larger farm units, they 
do not know the correct answer. Obviously the cost per 
bushel depends on the yield, but the cost per acre could be 
established and from this data a cost per bushel would be 
obtainable, which would vary from year to year in sympathy 
with the yield. 


Some Lessons From Scotland 


There has recently come into the possession of the writer 
the ninth report of the Department of Agriculture for Scot- 
land on the profitableness of farming in Scotland covering 
the season 1936-37. It is manifestly the result of very 
extensive research, and the statistics presented, although 
not comparable with Canadian farming and particularly 
not with wheat growing in the West, throw some interest- 
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ing sidelights, which may be instructive in discussing the 
present question. The financial reports cover the accounts 
of 274 farms in three geographical groups. Group I consists 
of eight types, comprising 123 farms, including cattle rear- 
ing and feeding farms—large, medium and small—cattle 
and sheep farms, dairy farms, etc. Group II consists of 
eight types covering eighty-eight farms, including cropping 
farms, arable stock farms, small mixed farms and three 
classes of sheep farms. Group III in the southwest area 
consists of dairy farms, cattle farms and hill sheep farms, 
sixty-three in all. 

In all the tables of production and cost no charge is made 
for the manual labour of the farmer and his wife nor for 
general management. On the other hand the estimated 
value of the work done by the family, other than the farmer 
and his wife, is included in the wage bill. The costs pro- 
duced are on the basis of tenancy, and where the farmer 
is also the landlord the expenses incidental to ownership 
are excluded and the estimated rental is substituted. In- 
terest on borrowed money is included, but no allowance is 
made for interest on invested capital. In connection with 
rent it is noticeable that this item varies from 2s. 7d. per 
acre on hill sheep farms to 30s. 5d. on cropping farms in 
the southeast area. A deduction is made from the rent 
for the estimated rental value of the dwelling house. 


Table 3 shows the average size of farm and the average 
rent per farm and per acre. 


Table 4 shows the average use of farm land with the 
number of acres in crop, rotation grass, permanent grass 
and rough grazing, separately and per cent. of each to the 
total. 

Table 5 gives the average number of head of live stock 
per farm. 


Table 6 indicates the average composition of personnel, 
differentiating between family help and hired help. 


Table 7 gives the average invested capital per farm 
showing the capital of the tenant and landlord separately. 
The tenant’s average capital varies from £583 to £6,965 in 
the several groups. 

Table 8 is an analysis of the average production per 
farm and shows also the produce consumed on the farm. 

Table 9 which is an analysis of the average expenditure 
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per farm and per cent. of the total, shows live stock ex- 
penses, crop expenses, labour, rent, taxes, repairs and in- 
surance, power and miscellaneous expenses, including the 
share of car expense chargeable to farm. 

Table 10 is a composition of gross receipts under nu- 
merous heads. 

Table 10a gives the average cattle and wheat receipts 
including the subsidy. 

Table 11 is an analysis of gross expenditure showing 
separately purchases of cattle, sheep and other livestock, 
livestock expense, crop expense, labour—hired and family 
help—rents less deduction for cottages and dwelling, rates, 
repairs and insurance, implements, implement repairs, 
threshing, fuel, light and power, interest and miscellaneous. 

Table 12 sets forth the average trading profit per farm 
in which is included the increase or decrease in valuation 
(inventory) excluding motor car, while 


Table 13 shows the trading profit as a percentage of 
the farmer’s invested capital, also the adjustment to show 
family income by crediting back the family wages previous- 
ly included in the wage bill. 


In all these tables the average figures are presented 
for each of the eighteen farm types. Other tables up to 
number twenty-seven show further analyses and compara- 
tive figures of production and cost together with percent- 
ages of various relations. For example table 20 gives power 
cost showing, separately, horses, upkeep and depreciation 
of implements, threshing, coal, oil, etc. Table 26 gives 
average quantitative output and average prices realized for 
twelve classes of live stock, farm and dairy produce. 


Of the 274 farms seventeen showed a loss, but no type 
taken on the average showed other than a profit. The 
poorest results are shown in the northeast area in the small 
cattle rearing and feeding section where the average profit 
per farm with average of 105 acres and 16s. 9d. rent is 
brought down as £175, while the highest profit is in the 
large cattle rearing and feeding farms in the same group 
where it is shown as £1,482, being the average of eight 
farms with an average acreage of 513 and rental 14s. 11d. 
It seems strange that there should be such a spread between 
similar types in the same area. One would expect the south- 
east, including the rich Lothians area, to show the best 
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results. In the latter case twenty cropping farms with an 
average of 329 acres and 30s. 5d. rent are given an average 
profit of £1,057 after crediting back family wages. 


Costs of Production in Western Canada 

In any review of the cost of wheat production in Western 
Canada there would have to be tests on small and large 
farms in a variety of regions, and comparative tests as be- 
tween dry land and irrigated farms, as well as between all 
wheat and mixed farms, also between those using tractor 
power and those using horses. It will be found that there 
are wide spreads in the costs produced, depending to some 
extent on the size of the farm and the character and effi- 
ciency of the machinery and power employed. The figures 
should be subjected to critical analysis and adjustments 
made to bring them into line on an equitable basis for 
comparative purposes. An economic rent, say, at the rate 
of eight per cent. on the value of the land used including 
summer fallow should be charged. Depreciation on ma- 
chinery used in production and taxes on land used should 
be correctly apportioned. Cost of hail insurance in an 
amount sufficient to cover operating and overhead expenses 
applicable to wheat, and the cost of summer fallow (in- 
cluding rent, taxes and depreciation of equipment) are 
proper charges. Wages of the farmer equivalent to the 
amount saved as compared with the payroll if all help had 
been hired should be estimated and in the case of the big 
farm units a charge for supervision in the form of a reason- 
able percentage on the total cost thus far established. 


It will be found that the cost per acre varies from about 
nine dollars in the case of large completely mechanized 
power farms to about eleven dollars in the case of medium 
sized units efficiently mechanized with tractor, combine, 
etc. For the small unit using horses and binder the cost 
may be as high as sixteen dollars per acre. 


Important Conclusions Possible 
From a study of the types and the costs applicable to 
each it might be possible to ascertain the cause of the mal- 
adjustment between agriculture and other industries. It 
could be shown that with an average yield of eighteen 
bushels the most efficient unit can make expenses, includ- 
ing an economic rent and depreciation, when the price at 
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the elevator is fifty cents a bushel, while the marginal pro- 
ducer would require about seventy cents to do as well. 
Some of the trouble could be traced to insufficiency of 
capital or over-investment in land or machinery. 


Doubt might also be awakened as to whether or not 
the pegging of the price of wheat was the best method of 
dealing with the present situation. This has the effect of 
boosting the producticn of a commodity of which there is 
already a vast surplus in excess of world consumption. The 
highly specialized grower whose costs are reduced to a 
minimum receives the same bounty per bushel as the small 
farmer who is much more in need of assistance; but that 
is not all. It is apparent that the higher the yield, the 
lower will be the cost of production per bushel. Therefore 
the higher the yield the less necessity will there be for 
government assistance. But according to the present ar- 
rangement the reverse is the case. The higher the yield 
and the lower the cost, the more does the government have 
to pay, thus enhancing the already increased returns of the 
grower. These may not be excessive but that is not the 
point. In view of the present world surplus would it not 
be better to do something to induce farmers to grow less? 


In the opinion of the writer it would be more logical 
to use the money, which is now being spent in pegging the 
price of wheat, in paying a subvention for increased sum- 
mer fallow. The present proportion of crop to fallow is 
on the average seven to three. Let us say to the growers: 
for every six acres you seed to wheat you will prepare four 
acres of summer fallow and we shall pay you a subvention 
of $6.30 per acre on all your good summer fallow, not ex- 
ceeding 500 acres, and barring new breaking. The result 
of this arrangement could be that the big units would 
receive a maximum of $3,150, which would raise their 
average returns by a few cents per bushel. The other grow- 
ers would not do so well as they would with the price pegged 
at eighty cents, but with a yield of only eighteen bushels 
per acre and the present market prices, they would not do 
so badly after charging eight per cent. on the value of the 
land as rent and providing for depreciation on machinery, 
as the following comparative statement shows:— 
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700 acre crop— 600 acre crop— 








300 acres 400 acres 
Summer Fallow. Summer Fallow. 
Yield 18 bushels per acre .... 12,600 bus. 10,800 bus. 
Price 60 cents Ft. William, 
or say 45 cents at elevator .. $5,670.00 $4,860.00 
Government grant-in-aid: 
12,600 bushels at 20 cents ... 2,520.00 
Government grant equal to 
$6.30 per acre on 400 acres 
summer fallow ........... lane 2,520.00 
8,190.00 7,380.00 
Expenses and overhead ..... 7,700.00 7,555.00 
UE ate sbi alkinle wulnes $ 490.00 Loss..$ 175.00 


It would require a grant of $7.70 per acre of summer 
fallow to equalize these propositions. If the farmer had no 
crop by reason of drought or lost it by hail he would still 
have an income for which he had done some useful work, 
and which might at least keep him off relief. Of course if 
the comparison were made on the basis of a yield of say 
thirty bushels, the discrepancy would be very much greater 
and this would be largely attributable to the present illogical 
subsidy. 

By increasing the amount of subsidy per acre or extend- 
ing the maximum acreage eligible for subsidy, or by doing 
both of these things, the government with the co-operation 
of the growers could procure an increase in the acreage 
in summer fallow and a corresponding decrease in the acre- 
age in crop. Conversely, by reducing the amount of the 
subsidy or the maximum acreage eligible for subsidy or 
both the government could, if circumstances warranted it, 
procure an increase in the total acreage in crop and a cor- 
responding decrease in summer fallow, and thus a measure 
of control over potential production could be established. 


170 








THE DEVELOPMENT OF ACCOUNTING IN CANADA 


THE DEVELOPMENT OF THE PROFESSION OF 
ACCOUNTING IN CANADA* 


By R. R. Thompson, Chartered Accountant, 
Montreal 


HE settlement of Canada commenced in 1608 with the 
founding of the city of Quebec as an administrative, 
military and trading centre. In 1642 Montreal was founded 
and since then has developed into the principal mercantile 
and financial centre of the Dominion, having now a popula- 
tion of over a million. 

The administration of the country, and more especially 
the development of its commerce, called for the practice 
of accounting by officials and merchants themselves and 
by their clerks, but it is probable that up to the middle 
of the nineteenth century there were very few practising 
public accountants in Canada. Trading and manufacturing 
were carried on by individuals or partnerships, who, nearly 
all, looked after their accounting requirements themselves. 
Apart from banks, loan and insurance companies, few con- 
cerns were incorporated, and the audits of these companies 
were carried out by clerks for other offices, who performed 
their duties after regular hours of work. It was the Domin- 
ion Insolvent Acts of 1864, 1869 and 1875, calling for 
“Official Assignees” to administer and distribute estates 
in bankruptcy, that caused the first real appearance of 
public accountants in Canada. Later, as more capital was 
required for undertakings, incorporated companies were 
formed, and they appointed public accountants as auditors. 
In 1917 the Dominion Companies Act made the appointment 
of auditors by the shareholders compulsory. This, and the 
taxation of income, with its requirements for accurate re- 
turns, which commenced in 1915, have been the principal 
causes of the development of the profession in Canada. 

It should be noted here that Canada consists of nine 
provinces, each with its own government, which deals with 
matters of local concern, such as education, property, jus- 
tice, civil rights and so on; but all are united under the 
Federal Government, which legislates upon matters of gen- 





*A paper prepared by Professor R. R. Thompson of McGill Uni- 
versity and read at the 5th International Congress on Accounting, 
Berlin, September 1938. 
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eral concern to the Dominion, such as defence, customs, post 
office, bankruptcy, banking, railways, navigation, patents 
and so on. 


Influence of Scottish Accountants 


A large number of Scottish settlers have been attracted 
to Canada, and as a result they have brought with them 
Scottish ideas, which have influenced the development of 
the country in no small measure. Among these settlers 
have been Scottish accountants, so that to a large extent 
the foundation of the profession in Canada can be traced 
to the influence, initiative and activity of these men. 

The profession of accounting in Scotland developed much 
earlier than it did in England, because of differences in the 
laws of the two countries regarding the estates of incapaci- 
tated persons, most of the accounting section of this prac- 
tice in Scotland being remitted to professional accountants, 
whilst in England such estates were looked after by the 
Masters in Chancery and their officials. The accountants 
of Edinburgh and Glasgow obtained their charters of in- 
corporation on 23rd October 1854, and 15th March 1855 
respectively. Those of Aberdeen obtained their charter on 
the 18th March 1867. These, in the order named, were 
the first “chartered accountants” and it was principally 
due to the influence of these men that some practising 
accountants in Montreal, English and French-speaking, de- 
cided on 11th June 1879 to form “The Association of Ac- 
countants in Montreal,” and to apply to the provincial gov- 
ernment of Quebec for a charter. It is probable that Cana- 
dian accountants were also influenced at this time by the 
knowledge that the London, Liverpool, Manchester and 
other local societies of accountants in England and Wales 
had been united for the purpose of applying for a charter, 
which was granted on the 11th of May 1880, and formed 
the “Institute of Chartered Accountants in England and 
Wales.” 

The Association of Accountants in Montreal 

The Montreal accountants stated the objects of their 
proposed society as follows: 

“The objects of the corporation are to promote the ef- 
ficiency and usefulness of its members and to afford oppor- 
tunity for giving expression to their opinions upon all 
questions bearing upon or affecting their calling.” 
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Following Scottish practice, they decided to call them- 
selves “chartered accountants.” By-laws were drawn up 
dealing with standards of professional conduct and admis- 
sion to the society. Right from the beginning this associa- 
tion aimed at having a membership principally composed 
of practising accountants. Every applicant had to be of 
the age of 21 years and to have been in practice as a pro- 
fessional accountant in the city of Montreal for a period 
of one year at least, or have served for three years as 
clerk or apprentice with a member of the Association. Each 
applicant had to submit himself to an examination by a 
committee in accounting, law, arithmetic and algebra. At 
the time, the Quebec government, because of labour 
troubles, was looking rather suspiciously at all attempts 
to organize the men of trades and professions into definite 
societies, and accordingly, although this Association was 
naturally very conservative in its general character, the 
charter of incorporation was not granted until 24th July 
1880. Since that time the name of the association has 
been changed to “The Society of Chartered Accountants 
of the Province of Quebec,” and the entrance requirements 
have been strengthened, so that, now, applicants must have 
served five years in the office of a chartered accountant, 
have obtained junior matriculation standing for entrance 
into a university, and have passed the intermediate and 
final examinations in accounting, auditing, commercial law 
and other subjects. Public practice for a number of years 
as an accountant is not now accepted to fulfil service re- 
quirements, 


In 1918 the Quebec government passed acts conferring 
on Bachelors of Commerce of L’Université de Montreal and 
McGill University, the right to present themselves for a 
post-graduate examination in accounting and auditing, 
which, if they pass, carries with it the right to entry into 
the Society of Chartered Accountants of the Province and 
into two other professional bodies of accountants incor- 
porated under the laws of the province to which reference 
is made later in this paper. The candidates, during their 
four years at the universities, must have completed certain 
courses in accounting and auditing, mathematics, law and 
economics, in addition to those necessary to complete the 
requirements for their degree, and because of this they 
have a greatly reduced service requirement. By arrang- 
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ment the candidates of the three Quebec bodies of account- 
ants and of McGill University take the final examination in 
accounting and auditing together. They are intermingled 
in one group and examined by a board appointed jointly 
by all four bodies concerned. Three-quarters of the ex- 
aminers are in practice, and the papers set are of such 
a nature that only those can pass who can show that they 
have had good practical experience. 


Both McGill University and L’Université de Montreal 
are working in close touch with the three professional bodies 
of the province, who send their clerks, English and French- 
speaking respectively, to them for speciaily provided even- 
ing courses in accounting, auditing, mathematics, law and 
economics. The two universities do all of the examination 
work for the three bodies, up to the final examination in 
accounting and auditing, which is held by the joint board 
referred to above. A healthy Students’ Society was formed 
in 1935 for the purpose of helping candidates in their 
studies. 


The Institute of Chartered Accountants of Ontario 

The next body to be formed in Canada was in Ontario, 
when in November 1879 some accountants of Toronto 
formed themselves into “The Institute of Accountants and 
Auditors of Ontario.” It was decided to apply to the pro- 
vincial government for incorporation, but here again there 
was delay because the legislature at the time consisted 
largely of representatives of the rural population and it was 
exceedingly suspicious of anything which looked like an 
attempt to secure “class legislation.” However, the objects 
of the body were stated as follows: 


“The Institute is hereby empowered to promote and 
increase by all lawful ways and means, the knowledge, 
skill and proficiency of its members, in all things re- 
lating to the business or calling of an accountant, and 
to that end to establish classes, lectures and examina- 
tions, and prescribe such tests of competency, fitness 
and moral character as may be thought expedient to 
qualify for admission to membership, and to grant 
diplomas of fellowship to competent members enabling 
them to use the distinguishing letters F.C.A., (Fellow 
of the Chartered Accountants) as a test of such com- 
petency ;” 
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and, probably because these were predominently education- 
al, incorporation was at last obtained on 1st February 1883, 
under the title of “The Institute of Chartered Accountants 
of Ontario.” At the outset the Ontario body followed a 
different policy to that of Quebec. It opened its doors very 
wide, including not only practising accountants but also 
bankers and managers of insurance and loan corporations. 
The first by-laws provided for an examination to qualify 
for the rank of Fellow; but ordinary membership was ob- 
tained by vote of the members, principally on the grounds 
of character and experience. Every movement must have 
a beginning and for a few years the Institute felt its way, 
but by 1891 it was recognized that the standing of the 
profession in Ontario would be considerably improved by 
the adoption of technical standards and the granting of 
certificates of competency. Accordingly, new by-laws were 
adopted which forbade any member, unless he had been a 
member at the time of incorporation, from styling himself 
a “chartered accountant” until he had submitted himself to 
and passed an examination. As a result, many dropped their 
membership; but the others submitted themselves for ex- 
amination. By the year 1893 the Ontario Institute con- 
sisted entirely of members who had passed the prescribed 
examinations with the exception of a very few foundation 
members. By 1904 it consisted solely of members qualified 
by examination, the majority being practising accountants. 
The title Fellow is now preserved as a special honour to be 
conferred by a formal vote of the Council of the Institute. 

The use of the term “chartered accountant” and of the 
initials “C.A.” is very jealousy guarded in Ontario, and it 
is illegal for anyone in that province, not a member of 
“The Institute of Chartered Accountants of Ontario,” to 
make use of them, the first penalty being a fine recoverable 
under the “Ontario Summary Convictions Act.” 

This Institute has now three examinations, primary, in- 
termediate and final, and the subjects are similar to those 
of the Quebec body. It has special arrangements with 
Queen’s University, Kingston, Ontario, for the education 
of its students, compulsory extramural courses extending 
over five years being given for that purpose. The service 
requirement is five years for ordinary clerks, four years 
for those with approved university degrees, and three years 
for those with the degree of Bachelor of Commerce. A 
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Students’ Association was formed in 1899. Under its 
auspices lectures are delivered to them on the various sub- 
jects for examination, and they are helped in many other 
ways. 

These two bodies, “The Society of Chartered Account- 
ants of the Province of Quebec,” and “The Institute of 
Chartered Accountants of Ontario” are much the oldest 
and largest bodies of the profession in Canada. 


The Institute of Chartered Accountants of Manitoba 


“The Chartered Accountants Association of Manitoba,” 
was incorporated on 28th May 1886, and on 15th February 
1913 it changed its name to “The Institute of Chartered 
Accountants of Manitoba.” For the first twelve years of 
its existence it was comparatively inactive, but since 1908 
its development has been considerable. Its service require- 
ments and subjects for examination, prior to admission, 
are similar to those of the Quebec and Ontario bodies, and 
it works in close association with the University of Manitoba 
for the education and examination of its students. 


The Other Provincial Institutes 


The dates of formation of the other provincial bodies of 
chartered accountants are as follows: 


Year of 
Incorporation 

The Institute of Chartered Accountants of 
STU oP S fa arate gaa ak wees 1900 

The Institute of Chartered Accountants of 
Bivetiee COMING 2. wc ccc esc csccss 1905 

The Institute of Chartered Accountants of 
NN i ad ie Nk Wilk 1908 

The Institute of Chartered Accountants of 
la ie a a i 1910 

The New Brunswick Institute of Chartered 
Ee rere 1916 

The Institute of Chartered Accountants of 
Prince Edward Island ............. 1921 


Generally, each of these societies was formed round a 
nucleus of members already qualified by other bodies. Their 
objects and functions are the same as those of the older 
bodies: to educate and examine; to give a distinctive civil 
status, or the right to be known by a distinctive name, to 
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those found competent by definite standards and tests; and 
to protect its members from those who would deceive the 
public by pretending to possess their qualifications. 

Their service qualification varies from three years to 
five years, but the last is the rule. Some remit a year for 
students with a university degree, and two years for those 
with the degree of Bachelor of Commerce or Bachelor of 
Accountancy. 

All of the Canadian bodies have similar tests of ad- 
mission and examinations, and they possess similar powers 
for maintaining discipline and good manners among their 
members, by suspension or expulsion from the society. 
They have similar codes of ethics; advertising is forbidden, 
except for the use of a name-plate and a business card; 
members are forbidden to offer employment to employees 
of fellow-members without consulting them; members are 
forbidden to solicit or accept business previously under- 
taken by another member without enquiring into all cir- 
cumstances and notifying that member of the proposed 
change; members must refrain from associating themselves 
with enterprises of questionable character; a member must 
not allow his name to be used in connection with any state- 
ment prepared to promote the sale of an undertaking in 
which he has a beneficial interest as vendor, agent, etc., 
unless he makes a full disclosure in such statement of his 
interest; members are forbidden to certify any statement 
which might tend to confuse a reader, or in any way to 
disguise the actual situation from him: these are examples. 

Generally all societies demand of their members that 
they shall at all times conduct themselves in such a man- 
ner as to uphold the honour and dignity of the profession. 


The Dominion Association of Chartered Accountants 

Up to the present there have been two main develop- 
ments in the organization of the profession. The first found 
it with no organization at all and commenced in 1879 when 
the Quebec and Ontario bodies of chartered accountants 
began to form their provincial societies. It has extended 
to 1921 when the last of the present provincial bodies was 
formed. The second, by which the Dominion Association 
of Chartered Accountants was formed, overlapped the 
period of provincial development and commenced in 1901 
when some accountants, not approving of the general lines 
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upon which the local societies were conducted, possibly 
because they did not appreciate the impossibility of obtain- 
ing ideal conditions at the outset, sought legislation by 
the Federal Parliament to establish “The Dominion Asso- 
ciation of Chartered Accountants.” Its objects and power 
were stated as follows: 

To promote by all lawful means the practice of ac- 

countancy, and for the said purposes :— 

(a) To hold such examinations as may be found ex- 

pedient. 

(b) To grant certificates of efficiency to its members. 

(c) To establish classes of membership. 

(d) To determine the rights, privileges, terms and con- 

ditions of said classes. 

Its charter was granted on 15th May 1902, but at the 
outset it could not effect very much for the following 
reasons. The chief functions of the provincial accounting 
organizations already formed were to educate and examine 
and to give a distinctive civil status, and they had obtained 
the necessary educational powers from the provincial gov- 
ernments, to whom such powers primarily belonged. The 
only chance of success for the Dominion Association lay 
in co-operating with the provincial bodies. This was ar- 
ranged in 1910, and members of the provincial bodies auto- 
matically became members of the Dominion Association. 
The Dominion Association was to concern itself henceforth 
solely with the welfare of the constituent societies and to 
promote a friendly understanding among them. Its objects 
were re-stated in its by-laws and now, briefly, are as follows: 


(a) To encourage the incorporation of provincial bodies 
in provinces where none exists; 

(b) To assist the provincial bodies in securing legisla- 
tion for the better protection and regulation of 
local professional interests ; 

(c) To secure the adoption by the provincial bodies of 
uniform standards of examination and member- 
ship; 

(d) To arrange for reciprocal privileges between pro- 
vincial bodies for the benefit of their members; 

(e) To promote harmony of action in all matters affect- 
ing the common interest of the provincial bodies; 

(f) To consider rules of ethics; 
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(g) To act as a channel of information to members in 
respect of all subjects relevant to the profession ; 
or which might contribute to their greater pro- 
fessional efficiency ; 

(h) To promote research into the history and develop- 
ment of accounting, and to consider in what re- 
spect economic and social changes and legislation 
may affect the development of methods of ac- 
counting, and from time to time to examine the 
position of accounting theory and practice; 

(i) As representative of the body as a whole to do all 
other things requisite for the further develop- 
ment and protection of the profession in the 
Dominion ; 

(j) To co-operate with representative bodies of public 
accountants in other countries, and having similar 
aims, ideals and standards. 

Working along the lines indicated above the Dominion 
Association has done and is doing a great work for the 
profession in Canada. It has helped a number of provincial 
societies to obtain incorporation. It is working towards 
uniform standards in examinations, although here it has 
great practical difficulties, because of the differences in the 
legislation of different provinces affecting incorporated com- 
panies, municipal government and real and personal prop- 
erty, and because of the great distances of the country. 

The following statement gives the strength at the close 
of 1937 of the various bodies that constitute The Dominion 
Association of Chartered Accountants: 

The Society of Chartered Accountants of 


the Province of Quebec ............. 531 
The Institute of Chartered Accountants of 

SN ANCA an eeced bape Cale hitaee 173 
The Institute of Chartered Accountants of 

NS Si on shes cca uieue eee PESOS 251 
The Institute of Chartered Accountants of 

Se EE ay ae Shek kaeeeas cadens 66 
The Institute of Chartered Accountants of 

Sepa GOD. 6k noes o sviea sean vas 182 
The Institute of Chartered Accountants of 

DEE od Sibiu heUen bees & aU 164 
The Institute of Chartered Accountants of 

ET Fb Hire wdives Skbenehacews 133 
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The New Brunswick Institute of Chartered 


NINN 61S ie bane idsodeieessss 25 

The Institute of Chartered Accountants of 
Prince Edward Island .............. 18 
2143 


Reciprocal Relations—All of the provincial bodies of 
chartered accountants agree to accept as members those of 
other provincial bodies whom they have admitted by ex- 
amination. There are still a few cases of charter members 
of different bodies who have been admitted without examin- 
ation, but they become less every year. As a rule there 
is only one class of member now, those who have been 
admitted by examination. A number of bodies grant the 
degree of Fellow to members of long experience who have 
rendered outstanding services to the profession. The pro- 
vincial bodies also accept members of the following bodies 
of the British Isles: 

The Society of Accountants in Edinburgh, 

The Institute of Accountants and Actuaries in Glasgow, 

The Society of Accountants in Aberdeen, 

The Institute of Chartered Accountants in England and 

Wales, 

The Institute of Chartered Accountants of Ireland, 

The Society of Incorporated Accountants and Auditors. 

Magazine of the Profession—The magazine of the Do- 
minion Association “The Canadian Chartered Accountant” 
is now the chief organ of the profession in Canada. It is 
published monthly and its central office is in Toronto. 

It is interesting to note that the members of the Do- 
minion Association and its constitutent bodies are of the 
male sex almost entirely; the very few exceptions being 
in British Columbia (one), Nova Scotia (one), Ontario 
(one), Quebec (three), and Saskatchewan (one). 

The Dominion Association, working in its own special 
sphere, is now in a very strong position representing, as 
it does, almost the whole of the profession in Canada. 


Some Influences Affecting Development of Profession 
It is now desirable to tell of legislation and of economic 
developments which have had a direct bearing on the growth 
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of the profession in Canada. As was noted at the com- 
mencement of this article, it was the Dominion Insolvent 
Acts of 1864, 1869 and 1875, calling for “Official Assignees” 
to administer and distribute estates in bankruptcy that 
caused the first real appearance of public accountants in 
Canada. 

Company Legislation—The early part of the nineteenth 
century and onwards saw immense improvements in means 
of transportation. As a result of this more and more 
markets were opened up to the commerce of the world, the 
quantities of goods to be moved grew in size and variety 
and the constructed works necessary to produce the goods 
and move them about multiplied in complexity, quantity and 
size. All of this called for concerns with capital invest- 
ments far greater than could be supplied by partnership 
organizations and consequently they had to appeal to the 
general public for funds for investment. As a result the 
incorporated company came into such prominence that it 
is now the principal kind of organization by which business 
of all classes is carried on in Canada and elsewhere in the 
English-speaking world. As commerce continued to grow 
the need for larger and more complex organizations was the 
result, and there were organized groups of companies, work- 
ing together through inter-locking directorates and other 
means the most common form of which is the parent or 
holding company which owns controlling interests in a 
group of subsidiary companies. Long before it was required 
by law many companies saw the necessity of an independent 
audit of their accounts and report to the shareholders, and 
professional accountants, as the best qualified, were called 
on to do this work. It should be explained here that each 
Canadian province has its own company law which applies 
to companies registered under it and that, in addition, there 
is the Dominion Companies Act under which incorporated 
companies can be registered, and which applies to the whole 
of Canada regardless of provincial boundaries. This makes 
for a good deal of minor confusion, but a very large pro- 
portion of Canadian companies are registered under the 
Dominion company law. In 1917 the appointment by the 
shareholders of auditors who were to report to them on the 
accounts of their company was made compulsory by Do- 
minion company law for all companies coming under its 
jurisdiction. Seven out of the nine provinces have placed 
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similar requirements in their company law.* This has been 
the principal factor in the development of the profession 
in Canada. 

During the past few years there have been numerous 
and far-reaching amendments to Dominion company law 
regarding the information to be given to shareholders in 
the annual published financial statements with their accom- 
panying reports, and also regarding the accounting infor- 
mation to be given the general public in prospectuses cover- 
ing the offer of shares, bonds and debentures. In the case 
of the annual statements to the shareholders the importance 
of the income statement is recognized and certain specified 
things must always be shown separately: the composition 
of the accumulated profits or surplus must be clearly stated ; 
in the balance sheet specified groups of assets and liabilities 
must not be mixed with other items and the manner of 
their valuation must be shown. For example, the manner 
of valuation for the inventories and merchandise must be 
stated; fixed tangible assets such as plant, machinery and 
land must not be grouped in one item with fixed intangible 
assets such as goodwill and patent rights. In regard to 
prospectuses there are strict and numerous rules as to the 
information to be given to the public, particularly with 
regard to profits. In the section of the 1934 Act which 
covers this the different items of information are lettered, 
and they run through the alphabet from A to X. 


Prior to 1934 it had long been the practice to publish a 
consolidated operating statement and balance sheet for 
a holding or parent company and its subsidiaries, but in 
that year Dominion company law gave such statements 
definite legal status, and provision was made as to the 
information which must be given on the treatment of profits 
and losses of subsidiary companies where consolidated state- 
ments are not submitted. This 1934 act also conferred on 
the auditors the right to attend the annual general meet- 
ings of shareholders for the purpose of making any state- 
ment or explanation which they think fit with respect to 
the accounts thereat presented. 

As a rule, in Canadian company law, both Dominion and 
provincial, it is not stated that the auditor must be a 





*Note—The two exceptions are New Brunswick and Prince Edward 
Island. 
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properly qualified accountant, but invariably he is one. 
However, cases such as the following are cropping up: the 
Montreal Stock Exchange requires the accounts of its mem- 
bers to be audited by chartered accountants; the “Trust 
Companies Act” of British Columbia specifically requires 
the services of a chartered accountant for the proper ex- 
amination of the books and accounts of a trust company, 
and the Security Act of Nova Scotia states that the auditor 
must be a chartered accountant. 

Income Tax Legislation—Another important branch of 
legislation which has very materially developed the account- 
ing profession in Canada has been that for the taxation 
of income. This was commenced by the Dominion Govern- 
ment as a war measure in 1915 and its example has since 
been followed by various provinces and municipalities. The 
regulations of the Dominion Income War Tax Act do not 
require that the accounts of the taxpayer be audited, but 
there is a provision in the regulations that if the accounts 
are audited the tax return must be accompanied by “a copy 
of the auditor’s complete unabridged report, with certified 
financial statements.” The income tax officials will always 
accept the figures of reputable firms of accountants, and it 
naturally follows that, if there is any question as to the 
fairness of certain charges against income, the auditors’ 
opinion and advice is always asked by the persons or 
concerns rendering the return. As a result professional 
accountants must be experts in the interpretation and ap- 
plication of the rulings made under the various income tax 
laws, and it is safe to say that there are very few firms 
of accountants, who are not asked by their clients nearly 
every week during the year for guidance in matters of 
income tax. 

Specialized Services—Another development of the pro- 
fession has been in the audit of the accounts of munici- 
palities. This has come about largely through the proved 
inefficiency of the untrained auditor and the danger of em- 
ploying him, and through public recognition of the value of 
the trained accountant and the great improvement which 
has taken place in the status of the profession because of 
the severe qualification tests. 

In general, the various Canadian governments, Dominion 
and provincial, are making an increasing use of members 
of the profession to sit on commissions, enquiring into legis- 
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lation, taxation, and other matters where costs are con- 
cerned. The professional accountant may be asked to assist 
in a survey by some government respecting some public 
utility or enterprise in which it is specially interested, and 
has had to intervene, or he may be put in charge of a group 
of government accounts. 

The work of professional accountants as auditors has 
brought much other professional practice in its train. Ac- 
countants are asked to carry out all kinds of financial in- 
vestigations and also to advise regarding the reconstruction 
and future financial operations of concerns which have got 
into difficulties. They are asked to advise regarding the 
installation of cost accounting systems and budgetary con- 
trol. In fact it seems probable that it is in this direction 
that the greatest development of the profession will take 
place in the immediate future. The modern professional 
accountant in Canada for many years has been one who 
looks after and records the winding up of an estate in bank- 
ruptcy or in an executorship, who plans and installs sound 
and adequate accounting systems, who audits the books of 
all manner of concerns, commercial, charitable and other- 
wise, who makes an investigation and reports on what has 
happened and who prepares income tax returns. Nowadays, 
however, in addition, he is being called on to act as a “busi- 
ness doctor.” This has come to the fore during and since 
the great commercial depression of 1932 and onwards. He 
may be asked to investigate a sick or dying business, to 
diagnose its case, to prescribe as to what amputations and 
other treatments are necessary, to supervise the carrying 
out of those operations, to plan its financial future, and to 
watch over it until it is in a strong and healthy position 
again. If it is impossible to save the business, he will advise 
as to how the demise can be managed with the least trouble 
and loss and with as little suffering as is possible to all 
concerned. 

Accounting Machines—The immense quantities of trans- 
actions which have resulted from the great volume of 
modern commerce and the huge size of the concerns which 
carry it on, have led to the introduction of the modern 
electrically-operated accounting machines. These, in their 
turn, have made further calls on the accountant, so that he 
shall ensure that there are proper measures to secure effec- 
tive accounting control as a means to secure rapidity and 


184 





j 
i 
i 
[ 
' 





THE DEVELOPMENT OF ACCOUNTING IN CANADA 


accuracy in the furnishing of statements of these multitudes 
of transactions. 


The Universities—The great development of the account- 
ing profession in Canada, coupled with recognition of the 
vital importance of commerce in our modern world system, 
has called for the co-operation of the universities. In many 
cases, including all of the larger ones, this has been met and 
in many Canadian universities today there are faculties 
and schools specially set apart for the study of commerce 
with its cognate subjects such as accounting. This has 
called for accountants to enter the sphere of education, and 
in nearly all cases the professor or instructor who has 
charge of the “department of accounting” in a Canadian 
university is a member of the Dominion Association of 
Chartered Accountants. 


Other Organizations of Accountants 


Province of Quebec—On 12th December 1912, another 
group of Quebec accountants obtained incorporation as the 
“Institute of Accountants and Auditors of the Province of 
Quebec,” and on 14th February 1920, still another group 
obtained a charter as “The Accountants’ Association,” 
changing its name on Ist April 1927 to the “Corporation 
of Public Accountants of the Province of Quebec.” The 
admission requirements of these two bodies are similar to 
those of the Chartered Accountants, excepting that they 
require four years of apprenticeship and will accept five 
years’ experience as a public accountant in lieu thereof. 
The membership of these two groups is 34 and 84 respec- 
tively. Reference has already been made to the courses 
of instruction provided by the universities of Montreal and 
McGill for the Society of Chartered Accountants of the 
Province and for these other two groups of accountants. 

Ontario — Another group of accountants in Ontario 
formed themselves into “The Association of Accountants 
and Auditors in Ontario” and were incorporated on 8th 
April 1926 with the designation “Licentiate in Account- 
ancy” for its members, which designation was changed in 
1931 to “Incorporated Public Accountant.” In 1936 the 
Act of Incorporation was again amended changing the name 
of the association to “The Certified Public Accountants 
Association of Ontario,” and the designation for its mem- 
bers “Certified Public Accountant.” The aims and objects 
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of the association are somewhat similar to those of the 
Institute of Chartered Accountants and its courses of in- 
struction are given by the University of Toronto. 

General Accountants’ Association — For many years 
there was no society whose principal function was to look 
after accountants not in public practice. To provide for 
the needs of the accountants and bookkeepers of corpora- 
tions and firms in trade or commerce of any kind, of munici- 
palities, of hospitals and of other concerns and in fact for 
all classes of accountants and bookkeepers not eligible for 
membership of the existing bodies, the Canadian General 
Accountants’ Association was formed in 1908 and on the 
6th June 1913 obtained its charter from the Dominion 
Government. Its principal objects are to fix standards of 
skill and competency for its members, and for that purpose 
to hold examinations and to grant certificates of efficiency. 
In this case there were no provincial bodies already formed 
which catered to this class of accountant, so that there was 
no clash over any educational questions. It has two prin- 
cipal classes of membership, namely, Non-certificated, who 
are not allowed to designate themselves as members of the 
association; and Certificated, who have been engaged in 
bookkeeping and accounting work for one year and have 
passed the examinations. 


Influence of Great Britain and United States 


In conclusion may I add that in the development 
of accounting thought and practice Canada is in a fortu- 
nate position. She has been able to draw on both the Mother 
Country of Britain and on the United States and has done 
both. For sound accounting principles Canada, with the 
United States, has gone to Britain; for the most efficient 
methods of applying those principles, Canada has learned 
from the United States; and may I add also that Canada too 
has made her own contributions to accounting thought, and 
the improvement of application of accounting principles. 

Note: The author wishes to express his indebtedness for informa- 
tion to the writings of the Late A. F. Riddell, Esq., C.A., (Montreal), 
Dr. George Edwards, F.C.A., (Toronto), W. Aitken, C.A., (Winnipeg), 
H. N. Lunn, C.A., (Vancouver) and J. W. Taylor, F.C.A., (Toronto), 


and also to “A History of Accounting and Accountants,” by Richard 
Brown, Edinburgh, Scotland, 1905. a ds. Ee 
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ACCOUNTANTS’ REPORTS AND AUDITED ACCOUNTS 
FROM AN INVESTMENT ANALYST’S VIEWPOINT* 


By Dwight P. Robinson, Jr. 


Editor’s Note: In the previous three issues of THe CANADIAN 
CHARTERED ACCOUNTANT the Editorial Committee endeavoured to bring 
to readers discussions on financial reports and on the auditor’s report 
to the shareholders. These opinions of members of the profession on 
these subjects have been instructive. To learn the viewpoint of those 
outside the profession is equally helpful. The Committee is pleased, 
then, to be able to include in this month’s issue Mr. Robinson’s article 
“Accountants’ Reports and Audited Accounts from an Investment Ana- 
lyst’s Viewpoint” which was published in the February issue of The 
Journal of Accountancy, the official organ of the American Institute of 
Accountants, and is published by us this month with the kind per- 
mission of the Editor of that publication. 


_—_— part of the work of an investment analyst is 

devoted to the analysis of factors, other than the ac- 
counts, which have a bearing on the problems of investment, 
such as the general business and monetary situation, and 
the outlook for individual industries, as to demand, supply, 
prices, profit margins, and potential earnings. These might 
be termed “business factors,” as distinct from purely fin- 
ancial or accounting factors. Yet they have a bearing on 
the results of a particular business often way beyond the 
capacity of management to meet them. True, they will be 
reflected in the figures which accountants finally evolve from 
their painstaking examination of a company’s operations. 
But they so affect the figures that, in a full study of sound 
investment policy at any time, it seems as though the things 
to be taken into consideration are, first, what is the general 
economic situation and outlook, second, how a particular in- 
dustry fits into that outlook, and third, what the figures of 
companies in that industry reveal as to results attained in 
the past and likely to be reached in the future. This last 
factor is most essential and, therefore, your part in the 
scheme of investment analysis is not only highly important, 
but absolutely necessary. 

Accountants, of course, are concerned with examining 
a company’s books and producing figures that will reflect 
the asset position at any given time and the operating re- 
sults during a given period. As I have said, these figures 
are of the greatest interest and value to the investment 





*Mr. Robinson’s paper is based on an address delivered before a 
meeting of the Massachusetts Society of Certified Public Accountants. 
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analyst, and I shall try to indicate what are some of the 
points that an analyst would like to have the accountant 
show up in his audit of a company’s accounts. 


These remarks are to be applied chiefly to the accounts 
of industrial corporations, since the accounts of railroads, 
being prescribed by the Interstate Commerce Commission, 
and of public utilities, being subject to state and federal 
commissions, while of great importance and requiring care- 
ful auditing, do not seem to me to have such variety of 
presentation and differences as do the accounts of industrial 
companies. In making comments on particular companies 
for purposes of example, I mean to step on no one’s toes, 
but merely to express my own personal views. 


Consistency of Presentation 


Let us start from the general to the specific. In my 
judgment probably the most important point is that a cor- 
poration show its accounts on a consistent basis. This is 
insisted on by the New York Stock Exchange and the Securi- 
ties and Exchange Commission in the case of listed corpora- 
tions, and, I believe, is an accepted fundamental in your 
profession. Believe me, the more you make sure and insist 
that it be accepted by your clients, the more the investment 
analyst will bless you. There is nothing more aggravating 
or difficult than to try to compare the figures of the same 
company for consecutive years that treat certain items 
differently, so that a lot of time and figuring is required to 
adjust the operating results to a comparable basis. 


Take the case of a large chain store as an example of a 
company in which fundamental changes in accounting policy 
have raised a question as to the consistency of the state- 
ment of its earnings from year to year. 


In the president’s report to stockholders covering the 
company’s accounts for the year 1934, announcement was 
made of the acquisition of the assets of certain retail com- 
panies which had gone through bankruptcy proceedings. 
For reasons stated briefly in the report, the management 
decided to adopt the unusual policy of recording the fixed 
properties acquired (chiefly store fixtures) on the books 
at nominal amounts, and in lieu of depreciation on these 
assets, to make certain charges to the income account to 
provide for their maintenance and replacement. 
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The policy adopted in 1934 was continued in 1935. In 
the accountants’ certificate covering the 1935 accounts, it 
was stated that provision for replacement of fixtures, etc., 
was made by charges to the profit-and-loss account “on a 
basis consistent with the provision in 1934.” In the presi- 
dent’s report for the same year it was stated, however, that 
on the recommendation of the company’s accountants, the 
management had decided to set up values for these prop- 
erties “more reflective of their worth ... than the nominal 
values heretofore used” and “beginning in 1936 .. . to pro- 
vide for depreciation on valuations established, at rates 
based on estimates of the useful life of the assets.” 


Such a change in accounting policy naturally stirs the 
investment analyst to inquire whether the statement of 
earnings under the new policy is on a basis consistent with 
the statement of earnings under the old policy. An exam- 
ination of the income statement of this company for the 
subsequent year, 1936, revealed that charges for deprecia- 
tion in that year (presumably calculated at rates which were 
fair and reasonable) amounted to $977,000, as compared 
with charges for and in lieu of depreciation in the year 
1935 amounting to $1,185,000, a reduction of $208,000. 


It is situations like this which make the work of invest- 
ment analysts difficult and trying. We appreciate that, in 
the last analysis, the statements presented to stockholders 
are those of the company, on which the accountant has 
simply been asked to pass judgment. We have some appre- 
ciation of the problems confronted by accountants in seeking 
to persuade their clients to follow consistent and generally 
accepted accounting practices. We urge you, however, to 
do everything possible to bring about this result and, 
especially, to explain and emphasize inconsistencies in the 
accounts if your efforts to obtain consistency and uniform- 
ity of treatment are unsuccessful. In the case of the com- 
pany just cited, the accountants clearly indicated in their 
certificate covering the 1936 accounts the effect on the earn- 
ings statement of the decline in the amount of depreciation 
provided and charged to income. They further stated, in 
the customary phraseology, that the financial statements 
set forth the company’s position and the result of its opera- 
tions, etc., “in accordance with accepted principles of ac- 
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counting consistently maintained (except as noted... 
above).” 

My brief experience with accountants leads me to believe 
that they are a busy lot. So are investment analysts! And 
they don’t want to waste unnecessary time trying to line 
up accounts on a comparable basis if accountants can pro- 
duce that result for them. Consistency of presentation of 
accounts—that seems to me the cornerstone of your phil- 
osophy—and the analyst joins you wholeheartedly in that 
way of thinking. 


Clarity of Presentation 

It must be hard, however, to keep clients always adhering 
to that policy of consistency. On occasions when they do 
not follow consistent accounting practices, the analyst would 
like to see you mark clearly the divergencies from former 
practice. If there is a change, for example, in the handling 
of intangible drilling costs by oil companies, as has happened 
in recent years, somewhere in the accounts, or footnotes 
thereto, or in the auditors’ certificate, there should be a 
statement of how the change affects the earnings. 


One large oil company in 1934 put in effect the policy 
of capitalizing labor and service costs of drilling producing 
wells, whereas in prior years these so-called intangible drill- 
ing costs had been charged as an expense against current 
earnings. This change was a logical result of proration 
laws which prevented a company from obtaining a rapid 
return on its drilling investment and tended to lengthen the 
life of wells and spread the return over a longer period of 
years. But because of this change in accounting procedure, 
the company’s earnings in 1934 increased by $2,578,000 or 
29 cents per share. The company’s annual report showed 
this clearly by a footnote to its income account in capital 
letters referring to the auditors’ report which stated the 
difference in accounting method. The change was also 
brought to the attention of shareholders in the president’s 
letter accompanying the statements. 

If clients insist that nonrecurring items of profit or loss 
be placed in the income account, you can help the analyst 
by clearly stating the nature of such items and by segre- 
gating them, so that he may know the true current operat- 
ing results undistorted by factors that tend to cloud the 
real picture. One company showed earnings of $5.80 a 
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share in its 1936 annual report, but that figure did not 
reflect the real earnings for the year, because a deduction 
of $1,840,000 equal to 70 cents a share, had been made 
for a special payment under employees’ annuity plan. This 
was a nonrecurring charge not truly applicable to the single 
year of 1936. Since it was clearly shown, even though 
presented as an expense deduction by the company, the 
analyst has the facts regarding it and can state the actual 
operating earnings without it. 


The second general suggestion, then, from an analyst’s 
viewpoint, is clarity. With clarity of presentation, the ana- 
lyst can produce consistency and comparability of accounts, 
though he’d much prefer you to do that also. 


Basis of Consolidating Accounts 

To come now to some specific comments regarding the 
income accounts and balance-sheets themselves. What does 
the analyst look for? First, he would like to know the basis 
of consolidating the accounts (if the company has sub- 
sidiaries which are consolidated). Or, if the subsidiaries 
are not consolidated, it is essential that the investment in 
subsidiaries be shown clearly in the balance-sheet with exact 
percentage of the ownership, in order that the extent of 
control be known. Similarly in the income account, the 
dividends from the investment in subsidiaries should be 
definitely stated. Moreover, in the parent company’s report, 
its share of the undistributed earnings or losses of sub- 
sidiaries for the period should be given. Only then can 
the true over-all earnings picture of the enterprise be 
visualized. 


The Income Account 

Sales—In examining the income account the first criti- 
cism that can be made of many statements is that they 
omit the very essential item of sales. The sales figure is 
basic in any real analysis of the income account. Without 
it one cannot have any adequate idea of a company’s prog- 
ress in relation to others in its industry, or whether the 
management is maintaining its efficiency of operation, com- 
pared to the previous years and to other companies. Under 
the influence of the Securities and Exchange Commission, 
more and more companies have published sales figures, and 
the fact that so many companies, both large and small, do 
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publish their sales figures would seem ample answer to the 
oft-given reasons for secrecy, namely, that publication of 
sales would give valuable information to competitors and 
to customers and be detrimental to a company’s trade posi- 
tion and profit margins. Any time you are able to persuade 
your clients to publish their sales figures, you will be doing 
the analyst a marked service. 

Cost of Goods Sold—Next in the breakdown of the income 
account is the figure for cost of goods sold, from which, by 
deduction from sales, you can obtain the gross operating 
profit, indicating the efficiency of management in its manu- 
facturing operations, compared to prior years and to other 
companies in similar circumstances. Helpful to the analyst, 
but rarely available, would be a further breakdown of cost 
of goods sold into figures showing the cost of raw materials, 
the manufacturing pay roll (to indicate the importance of 
labor costs), and the expenditures for maintenance of pro- 
ductive facilities. 


Depreciation—Depreciation charges, of course, should be 
stated separately, so that their relation year by year, both 
to the gross and net plant accounts may be examined and 
judged. 

General, Administrative, and Selling Expenses—The next 
figure of importance in the income account is that for gen- 
eral, administrative, and selling expenses, to indicate the 
relative cost of supervising the operations and getting the 
business. These expenses are controllable by management 
within limits and should reflect management’s ability to 
obtain sales and produce results. 

Net Operating Profit—General, administrative, and selling 
expenses deducted from gross operating profit shows the 
profitability of operations before adjusting for income from 
outside sources, interest charges (which depend on capital- 
ization), and income taxes. 

Other Income—Of the latter items, other income is often 
a source of considerable revenue and should be divided care- 
fully so that its sources may be readily ascertained— 
whether from marketable securities, permanent invest- 
ments, etc. 

Net for Stockholders—That brings us to the final net in- 
come available to stockholders, which measures the real 
results of operations and can be examined in relation to 
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sales, plant account, and various other accounts to indicate 
over-all profit margins, the earnings on the investment in 
fixed assets, etc., both in comparison to prior years and to 
other companies. 

A set-up such as outlined, showing the major items of 
an income account, namely, 


Sales 

Cost of goods sold (divided as cost of materials, labor 
costs, maintenance) 

Depreciation 

Gross operating profit 

General, administrative, and selling expenses 

Net operating profit 

Other income 

Interest charges 

Income taxes 

Net for stockholders 


not only reveals significant changes in a corporation’s 
operating results, but provides the basis for reasonably 
accurate forecasts of earning power based on various as- 
sumptions regarding sales increases, costs of materials, 
changes in wage rates, etc., when taken in conjunction with 
studies of industry conditions. 


Extraordinary Charges and Credits 

Earnings figures are of prime importance to analysts 
and to the investing public, since the market value of any 
common stock is influenced considerably in the long run 
by the earning power of a company. It is vital that the 
published earnings, as shown by a corporation’s accounts, 
reflect the true earning power, consistently and clearly pre- 
sented, rather than a higher or lower figure resulting from 
extraordinary credits or charges. Accountants here can be 
very helpful to investors, as well as to analysts. This is 
of particular importance to the average investor, who is 
inclined to look at a newspaper headline stating that the 
ABC Company’s earnings are $5 a share, without realizing 
that perhaps 20 per cent. of this figure may be of a non- 
recurring nature. 

Charges and credits of an extraordinary nature may well 
be revealed in a presentation of the surplus account, recon- 
ciling the surplus figure at the end of the prior year with 
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that for the year just reviewed. The surplus adjustments 
should be stated clearly enough to enable the analyst to 
decide whether or not, in his judgment, the items so charged 
or credited are truly inapplicable to the year under exam- 
ination. I have in mind such items as profits or losses from 
the sale of securities or the sale of capital assets. These 
can scarcely be regarded as operating profits or losses ap- 
plicable to the year in which they are taken. From the 
analyst’s viewpoint, it seems logical, therefore, to omit them 
from the income account and include them in the reconcilia- 
tion of surplus. If unusual charges are made to reserve 
accounts, such as the contingency reserve, a statement of 
changes in the reserve account should also be given. 


The Balance Sheet 


While the income account seems to me to be of first 
importance in the analysis of any company, the balance- 
sheet appears, historically at least, to have been given the 
primary attention of accountants in their audits. It is 
certainly a highly useful and necessary document for full 
investment analysis, since it provides facts which are basic 
to and supplement the income account. What use would the 
operating results of a company be if not based on accurate 
inventories, adequate reserves for loss on receivables, a 
sound statement of fixed assets, etc. In one sense a sound 
balance-sheet is a primary requisite of any investment 
analysis, since it is obvious that no one will invest in the 
securities of a company that can’t meet its short-term lia- 
bilities and is going bust ina few months. Assets are really 
good, however, only as long as they can produce earnings. 


Current Assets 


A good deal might be done by some companies in setting 
forth the facts more clearly in their balance-sheets. In the 
current asset category, for example, the item of marketable 
securities is frequently found, but often no adequate state- 
ment is made as to the exact nature of these securities. If 
government securities, why not so state? If stocks, that 
should be given. It would be fairly simple to list or classify 
the marketable securities so that their type and quality 
would be known. 

One company, for example, in its balance-sheet of De- 
cember 31, 1932, under “Current assets” had an item 
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of $92,000,000 for “United States Government and other 
marketable securities.” That was a sizable sum of money, 
both actually and in relation to total assets of $408,000,000. 
As a result of pressure from the New York Stock Exchange 
and stockholders, the company revealed in its 1933 balance- 
sheet that United States Governments were $21,000,000 
and marketable securities were $70,000,000. Furthermore, 
the latter item had been removed from “Current assets” 
and stated under “Investments,” and a footnote to the 
balance-sheet revealed that $31,000,000 of the $70,000,000 
represented holdings of the company’s own common and 
preferred stocks. The balance of $39,000,000 was stated 
as being securities listed on the New York Stock Exchange 
and New York Curb Exchange. Two years later, as of 
December 31, 1935, the company again rearranged its classi- 
fication of these items, by removing from “Investments” 
some $23,000,000 of marketable securities and replacing 
them under “Current assets.” At the same time it re- 
vealed that these marketable securities consisted of 224,000 
shares of United States Steel common and 90,000 shares of 
Air Reduction. Moreover, it removed its holdings of its 
own common and preferred stocks from “Investments” and 
deducted them from capital stock and surplus. Thus the 
company has made real progress in rearranging its balance- 
sheet along lines more consistent with usual accounting 
practice and in giving stockholders information to which 
they are entitled, although the item of $29,000,000 of 
“Sundry investments” still remains a mystery. 


It may seem academic to suggest that accounts receiv- 
able and notes receivable should be included in “Current 
assets” only if due within a year, but there have been 
occasions when notes of longer maturity have been so in- 
cluded. A large corporation does this very thing. In its 
1936 balance-sheet, it has “Notes receivable” at $1,687,000, 
of which only $442,000 is due in 1937. Also, of $2,268,000 
of “Contracts of sale of equipment,” only $245,000 is due 
in 1937. Out of $17,177,000 of “Current assets,” approx- 
imately $3,268,000 or 19 per cent. is not truly current. 
Moreover, $2,550,000 of funded debt (i.e., equipment trust 
certificates) maturing in 1937 is not included in current 
liabilities. If noncurrent assets were excluded from and 
maturing debt included in the current accounts, the current 
ratio would be 1.81 instead of 3.33, as indicated by the 
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balance-sheet. Trade practices, however, sometimes justify 
the inclusion in current assets of receivables falling due 
subsequent to a year from the balance-sheet date, in cases 
where the rate of turnover, by the nature of the business, 
is less than once a year. Examples of this may be found 
in such industries as heavy machinery, furniture, etc., where 
receivables are represented by installment notes maturing 
over a period of more than a year. 


As for the inventory figure, since that is an important 
item in determining the year’s profits, it should be given 
on the same basis as in prior years, or any change stated 
in order to bring out the benefit to or reduction made in the 
income account resulting therefrom. It would also be help- 
ful to have a breakdown of inventory into raw materials, 
goods in process, and finished goods, in order to provide 
some guide to the state of the inventory as compared with 
prior years, and to the extent of forward buying of raw 
materials. 


Fixed Assets 


In the fixed-asset account, a division into land, building, 
and equipment is desirable, with figures for gross book 
value, depreciation reserves, and net book value for build- 
ing and equipment. The basis of valuation—whether cost 
or appraisal—should also be stated. These details for plant 
account permit some means of measuring the adequacy of 
depreciation reserves in any year and over a period of time 
relative to similar businesses. The depreciation charged to 
current operations should be based not only on rates 
adequate to amortize the properties over their remaining 
useful life, but also on the values reflected in the balance- 
sheet and not a lower figure. 


By readjustment of fixed assets in a period of low prices 
and depressed values, a company may so reduce its depre- 
ciation charges, even though accrued at the same rate, that 
it will show inflated earning power when recovery sets in. 
It is interesting to contrast the statements of two manufac- 
turing companies in this respect. It is believed that these 
two companies have about equal capacity, based upon opera- 
tions over a period of years. Yet Company A’s depreciation 
charges are about $1,800,000 annually, compared to about 
$600,000 for Company B. The latter figure, however, is the 
result of a readjustment of net property account from 
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$62,000,000 to $36,000,000 in 1933 by a charge against 
capital and a consequent reduction of depreciation charges 
from $1,400,000 in 1932 to $560,000 in 1933. In the future, 
earnings of Company B will be overstated by this difference 
in depreciation charges. 


Investments 


In the balance-sheet, investments are often lumped into 
a sizable item which may be of considerable importance both 
from an asset and an income standpoint. Just as a de- 
tailed statement of “other income” should be made, so 
should a reasonably adequate division of the investment 
account be given in order that the important items may be 
known. Here again the basis of the account—whether car- 
ried at cost or market or adjusted to the net asset value 
of the investment—should be indicated. 


Change of Financial Position 


A most useful and informative statement for investment 
analysts, as well as the investors themselves, would be a 
statement of the change of financial position, which is aptly 
described by my friend, Professor Cole, as a “Where got 
and where gone” statement. This statement is built up 
from comparative balance-sheets to show the change in 
type of assets and liabilities and the sources of funds used. 
This is a simple device which, when applied to condensed 
balance-sheets, gives a bird’s-eye view of how the major 
asset accounts have shifted and what types of assets have 
been increased or decreased at the expense of others. 


Comparative Presentation 


From the analyst’s viewpoint a comparative presenta- 
tion of accounts is to be commended, since it permits ready 
examination of changes which may be significant. The com- 
parative form of statement, either with the preceding year 
or with several prior years, is even more advantageous to 
the average shareholder, who usually has no facilities for 
making a comparison and has probably thrown the prior 
year’s report in the wastebasket. A notable example of 
comparative presentation of figures was provided by a 
company which gave in its 1936 annual report condensed 
balance-sheets and income accounts for eleven years, to- 
gether with adjustments of earned and capital surplus for 
the same period. 
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Frequency of Reports 


The frequency of corporation reports is a matter of very 
great interest to the investment analyst, and in the indus- 
trial field is still subject to widely varying practice, ranging 
from the archaic policy of reporting only once a year to 
the more modern plan of giving out quarterly and even 
monthly figures. The present trend, of course, is towards 
more frequent reports. This has been fostered by the New 
York Stock Exchange and by the Securities and Exchange 
Commission, and is in my judgment a desirable, sound prac- 
tice from the shareholders’ viewpoint. You would think 
that up-to-date management would realize this, but many 
fine companies which are ably run and are thoroughly 
modern in their operations, still cling to old-fashioned ideas 
about giving information to their shareholders. They offer 
such excuses as the inability to show a true interim state- 
ment without taking a physical inventory, the seasonal 
character of their business, and the far-flung extent of their 
operations. These objections may have some merit, but the 
point is that a large number of big corporations with sea- 
sonal operations actually do make quarterly statements 
available rather promptly. These corporations have similar 
accounting problems, but they realize the obligation to their 
shareholders of informing them frequently and promptly 
of the results of their operations. In Massachusetts Inves- 
tors Trust, one of the cardinal principles adopted from the 
very outset in 1924 was to tell our shareholders all the im- 
portant facts about our operations every quarter, or more 
frequently if anyone made inquiry. This policy of publicity 
regarding our operations is, we feel, a source of strength 
in guiding our decisions and a great safeguard to our share- 
holders. As large stockholders in other companies, we think 
that the same applies in their relation with their share- 
holders. 


Conclusion 


In conclusion I want to say once more how very im- 
portant the profession of accounting and auditing is in the 
present economic scheme. In the capitalistic system the 
aim is to operate at a profit. The profit system, when un- 
hampered, carries within itself the checks and the incentives 
which tend automatically to guide the investment of capital, 
and hence the development of different industries to meet 
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the needs of society. The accounting profession has the 
guiding hand in stating whether profits or losses are truly 
being registered. It is interesting to observe the widened 
scope and significance of its operations and influence. Thirty 
or more years ago accounts were audited primarily for a 
company’s management to provide information about opera- 
tions or as a check upon the accuracy and honesty of the 
company’s own books. As the ownership of securities be- 
came more widespread, audited reports came to have more 
importance from the investment viewpoint. 

Today, with the trend toward more scientific manage- 
ment of investment funds by trust companies, investment 
counsel firms, and investment trusts, and under the Securi- 
ties and Exchange Commission regulations requiring far 
more detailed financial statements than ever before, the 
accountant is of even greater value and importance to in- 
dustry and finance. It seems to me that this trend is likely 
to continue and that the profession will have an increasingly 
influential and important role in the future. 


ACCOUNTANTS CERTIFICATES AND 
INVENTORIES 


Comments from “The Spokesman,” the official organ of 
the Pennsylvania Institute of Certified Public Accountants, 
Philadelphia, 

At THE December 1938 meeting of the Philadelphia 

Chapter Mr. Harvey E. Whitney, assistant vice-presi- 
dent of the Bankers Trust Company of New York, stated 
that, in his opinion, a qualification in the certificate such 
as “We did not take physical inventory but we proved the 
additions and extensions on the inventory sheets” was of 
doubtful value because a client who falsified an inventory 
record would be certain to take every precaution to guard 
against mistakes in extensions or additions. 

The writer, however, believes it a debatable subject as 
to whether the procedure which the accountant could follow 
to substantiate the accuracy of the inventory valuation 
might not be of value even where inventory records were 
falsified. 

A comprehensive and careful review and analysis of 
inventory methods and records, including consideration of 
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comparisons, ratios, etc., should assist materially in limit- 
ing the possibilities of fraudulently inflating inventory 
values, if not to lead to the discovery of such falsifications. 
Cases appear to indicate, however, that the majority of 
inventory inaccuracies are not the result of deliberate falsifi- 
cation of inventory quantities but actual errors or what 
clients might successfully contend are errors. Lack of 
understanding of valuation principles, inclusion of purchases 
not entered or goods which have been recorded as sales, 
and even inclusion of plant items, have contributed to the 
creation of major overstatements of total inventory values 
and are illustrative of such honest or apparently honest 
errors which have been discovered by careful scrutiny. 

Undoubtedly referring to the certificates of companies 
which have their securities listed on important exchanges, 
Mr. Whitney suggested the use of the phrase “We did not 
take a physical inventory” as being sufficient. 


In the published statements of many of the larger com- 
panies no specific mention is made of inventory as a foot- 
note on the balance sheet or in the accountants’ certificate. 
In those cases where the accountants have referred to in- 
ventory valuations in certificates they have preferred not 
to use the negative phrase as Mr. Whitney suggests but 
to report in such qualificatory comments, for example, as: 

“The inventories have been valued at their cost to the 
respective subsidiary companies. The quantities and con- 
ditions of inventories were certified to by the management 
and the prices and extensions tested by us.” 


“The inventory records were reviewed by us and appear 
to be correct, and in substantiation of inventory quantities 
we have accepted certificates from officials of the company.” 


“The accounts are based on the annual inventories taken, 
valued and certified by officials of the company and are 
stated at cost or market, whichever was the lower at De- 
cember 31. We reviewed the inventory routine and checked 
or tested the pricing and mathematical accuracy of all 
inventories.” 


“The inventories, taken and priced by the management, 
were reviewed by us as to clerical accuracy and pricing and 
it is our opinion that the valuation has been established in 
accordance with accepted practice, as follows: (1) At the 
lower of cost or market on manufactured and purchased 
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oils, flaxseed and soya beans; (2) at less than market on 
other manufactured products, principally by-products; (3) 
at market on flour, wheat and other grains which were 
properly hedged, adjusted for open grain and flour con- 
tracts; and (4) at cost on supplies.” 

These qualifications imply that no physical inventory 
was taken by the accountants but the accountants, undoubt- 
edly, by referring to officials of the company have placed 
the responsibility very largely on the honesty and capability 
of such officers or employees for the accuracy of inventory 
valuations. And does not such reference have a desired 
psychological value generally to make the management 
realize that stockholders and others are holding them liable 
for the integrity of inventory records? 

Certainly, however, the owners of smaller industrial 
concerns, especially if they are not active in the conduct 
of the business, expect to find in the certificate of the ac- 
countants, or in the detail report rendered, comments with 
respect to the scope of the investigation by the accountants 
of related accounting records to determine the approximate 
correctness of the valuation of inventories as certified to 
them by responsible officials of the company. And for the 
large number of smaller businesses which are applying for 
or receiving credit from banks, note brokers, factors or 
other credit grantors, and the inventory has not been veri- 
fied by the accountants by physical count, the writer sug- 
gests that it is advisable for the accountants to make full 
disclosure in their certificate or report as to what steps were 
taken to satisfy themselves as to quantities, basis of pricing, 
obsolete material, items not realizable within a year, the 
application of operating ratios, etc. Such comments should 
not be harmful to the client and will give the credit grantors 
the information they wish. Of course, credit grantors would 
be better satisfied if accountants certified to inventories as 
a result of physical count verification! 
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DOMINION-PROVINCIAL ECONOMIC RELATIONS 
By John S. Allely, M.A., Toronto 


—— are many aspects of the problem of Dominion- 
Provincial relations other than the economic one but 
this is admittedly one of the most important. Were the 
economic relationships among the parts of this Dominion 
entirely satisfactory to all concerned, many of the other 
problems would fade into insignificance. 

At the outset of the attack on this problem, one meets 
difficulty in the absence of any general agreement as to 
what principle should determine the relations between the 
different geographic groups in a federal state. To the 
accountant it would seem that the most satisfactory policy 
would be, by the application of economic and accounting 
principles, to determine the distribution of the burdens and 
benefits of federal policy among the separate regions of 
the Dominion and then, by federal grants, changes in taxes, 
etc., restore equity in this distribution. This is on the 
surface indeed the most attractive of all the principles by 
which Dominion-Provincial economic relations may be 
guided; the chief difficulties arise in its application. 


Three Types of Adjustments 


Possible adjustments of Dominion-Provincial economic 
relations, many of which have been suggested before the 
Royal Commission inquiring into this subject, may be 
roughly classified into three types, according as they are 
determined with reference to: (1) pure expediency, or 
“pressure group politics,” (2) the principle of fiscal need, or 
(3) the principle of equity. 

Offsetting Political Groups—The first type of adjust- 
ment is perhaps an inevitable result of democracy, or rather 
of the crude application of the democratic principle of 
majority-rule, with insufficient of that concern for minority 
interests which should characterize a far-seeing democracy. 
It means constant change; such catch-as-catch-can adjust- 
ments as accord with the strengths of different groups and 
regions in whatever national political party is currently 
dominant suffer from the defect that no party is perman- 
ently dominant and that the relative strengths of different 
groups in any party are always shifting. It invites con- 
tinuance of the bartering of groups of votes, the unstable 
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alliances of unlike groups, the manufacture and aggravation | 
of issues to divide the dominant groups or alliances and 
all the other stratagems by which alone the minority groups 
and regions are able to resist the steady pressure of the 
numerical preponderance of Central Canada. It prevents 
the consistent adoption of a national viewpoint in national 
councils; defence and promotion of regional interests must 
always be the first concern of parliamentarians. Worst of 
all, it leaves a sense of dissatisfaction with both the minor- 
ity and majority groups. The former at times regard the 
Confederation as an ingenious scheme for the benefit of 
Central Canada; the latter at times regard it as an agency 
for filling a treasury at the expense of Central Canada to 
be raided by the agile combinations of minorities. 

Fiscal Need—The second type of adjustment is an at- 
tempt to eliminate most of the regional struggle over and 
discontent with federal economic policies by using federal 
taxation and disbursements to bring all regions of the 
nation to something like equality of prosperity. Rarely is 
such an extreme proposal made that prosperity in all 
regions should be brought to exact equality, whatever the 
size of their populations might be or become, although ob- 
viously only such an extreme outcome would eliminate the 
special interest of any region in the effect of a given federal 
policy upon it. Rather the proposal as commonly heard is 
that the federal government should assume responsibility 
for the maintenance of a fairly high minimum standard of 
well-being everywhere in the Dominion. There is commonly 
a further reservation that such aid to the less prosperous 
regions should be given only when the local governments can 
be shown to have taxed and to be taxing adequately within 
their powers and to have employed and to be employing 
their resources prudently. The difficulties in securing an 
objective decision on this matter alone, in any specific case, 
are obvious. 

The principal defect of this policy is that it ignores the 
causes of the regional differences in prosperity which it 
attempts to modify, and makes no distinction between those 
due to federal policy and those due to fundamental econ- 
omic forces. In cases where it accidentally rectifies, in 
part, the inter-regional inequities resulting from expediency 
in federal policies, it stains with an appearance of charity 
the direct transfers of wealth to depressed regions to which 
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such regions consider themselves entitled. In cases where 
it modifies differences in prosperity that are due to funda- 
mental economic forces, it tends to obstruct the operation 
of these forces in transferring labour and capital into those 
regions and lines of production which maximize the wealth 
of the nation. In neither case does it go to the root of the 
trouble. 

Equity—The third type of adjustment—that is, accord- 
ing to the principle of equity—would obviously be the most 
satisfactory. Canada is a federal, not a unitary state; 
rightly or wrongly, the people in most parts of the Dom- 
inion interpret this to mean that each province has a right 
to enjoy for the benefit of its own citizens all the wealth 
that can economically be derived from its people and its re- 
sources, subject only to the obligation to contribute toward 
national purposes on a “benefit received” basis. It must 
be noted that this is a right of a province which is by no 
means universally conceded. No similar right is conceded 
to a municipality or an individual within the province. From 
these, wealth may be drawn without compensation for the 
purpose of the province as a whole on the basis of ability 
to pay. There is, however, a widespread opinion throughout 
Canada that this provincial right exists, whether constitu- 
tionally established or not. 

It is true that in Canada certain powers for the further- 
ance of national aims belong to the federal government and 
it may well be that national policy for the furtherance 
of these aims will abort a certain amount of production in 
one province and subsidize a certain amount in another. Such 
an outcome, where it is necessary for the attainment of 
national objectives, is conceded to be consistent with a 
reasonable “provincial rights” position. This position, 
however, requires that this be carried no further than is 
necessary and, furthermore, that the burdening of all living 
and all production in one province and the subsidization 
of all living and all production in another that are common- 
ly the by-products of such a policy shall be compensated 
for, (in some manner, of course, that does not undo the 
basic federal policy). As the area of federal government 
jurisdiction inevitably enlarges, due to the requirements of 
modern life, this principle will become more and more 
essential, in order to make such enlargement acceptable to 
the minority regions of the country. Further, only with 
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such adjustment made, would a long-run policy of making 
each tub stand on its own bottom really maximize the 
wealth of the nation. 

This principle of equity in a federal state can only be a 
long-run principle. In the short-run it is modified by a sort 
of “mutual-aid” principle that, in times when fundamental 
forces temporarily depress one region more than others, 
there shall be an unbalancing of economic relationships 
amongst the regions, the more prosperous contributing to 
the support of the less prosperous. When conditions are 
reversed, of course, a reverse unbalancing should take 
place. This policy of sharing the burden of the primary 
impact of depression is necessary because the Dominion has 
more of a nation’s unity of interest than a limited legisla- 
tive union; in a country integrated economically even as 
much as Canada is, it is also very good business for all 
regions to see that no one region shall fall too low in 
prosperity. The same “mutual-aid” principle must be ap- 
plied to ease the burden of transition when fundamental 
economic forces permanently depress one region; this is 
commonly thought of as involving a Dominion obligation to 
maintain the health and educational standards of the citi- 
zens of a depressed region at a level which will enable them 
to embrace any opportunity to move to a more favoured 
one. 


A Problem in Economic Accounting 

The indispensable basis for application of the principle 
of equity to Dominion-Provincial economic relations is as 
accurate as possible an account, for each economic region 
of the Dominion, of the burdens and benefits of the federal 
connection and federal policies. This is a problem in 
economic accounting that almost staggers the imagination 
of economists and accountants alike. Difficulty lies not 
only in securing accurate statistics of all the direct and 
indirect inter-regional transactions affected by federal 
policy, and estimates of what these transactions might have 
been had there been no federal union, but also in deciding 
which of several “might-have been” conditions of the im- 
aginary separated regions is to be used for a basis of 
comparison. Are we to compare the condition of a given 
province today with what it would be if it were independent, 
or if it were part of another state? If independent, are 
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we to assume that it would follow a laissez-faire policy in 
economic matters or follow its own policy of controlled 
development? What kind of defence policy are we to as- 
sume for such “might-have been” state, what kind of 
monetary, trade-treaty, land-settlement, railway, and other 
policies? Are we to compare the condition of a province 
today with what it might be had it, as an independent 
state, always followed the policies which we can now see 
to have been the most desirable, or should we allow for at 
least as many mistakes in judgment on the part of the 
independent provinces as were made by the Dominion 
government? 

These are the type of questions and the difficulties which 
face anyone tackling this problem. Heroic attempts have 
been made by the protagonists of various of the provinces 
to answer some and ignore the rest. Notable have been 
the attempts to estimate the inter-provincial transfers of 
wealth involved in the inter-provincial transactions affected 
by federal policy on tariffs, trade-treaties, railways, land- 
settlement, taxation and disbursements, etc. None of these 
calculations have been entirely satisfactory in the data 
they could secure or the principles on which they were 
based. It may be, however, that equity lies about midway 
between the extremes of partisan claims, so that a com- 
promise adjustment of the partial and one-sided claims of 
all the different provinces will satisfy the people and bring 
some approximation of equity to Dominion-Provincial re- 
lations. Such a compromise between different claims that 
are all based on the principle of equity and that differ only 
in details must certainly give a better adjustment than one 
hammered out by pressure of group politics. 

The difficulty in securing a satisfactory account of the 
balance of Confederation’s burdens and benefits throughout 
Canada has, on the other hand, led to some demand for 
abandonment of the federal concept of equity among the 
regions and adoption of the policy of approximately equal- 
izing prosperity in different parts of Canada by means of 
federal action. This would eliminate much of the present- 
day struggle for regional advantage, (although it must be 
noted that this is only probable if such adjustment equalizes 
the prosperity of the landlord interest in different parts of 
Canada). Such a policy, however, as previously pointed out, 
tends to immobilize today’s regional distribution of popula- 
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tions and occupations and thus progressively impoverish the 
nation over the years. Certain non-economic national aims 
may demand maintenance of certain densities of population 
and certain industries in particular parts of Canada even 
although it is uneconomic to do so. Apart from such cir- 
cumstances it would be unfortunate if the difficulties in the 
way of the economic accounting necessary to maintain inter- 
regional equity and the most efficient utilization of the 
nation’s resources should cause abandonment of the attempt. 

The ideal solution of the problem of Dominion-Provincial 
economic relations waits upon solution of the very difficult 
accounting problem it presents. The attack on this for- 
midable problem has not been conspicuously successful as 
yet. It would seem, however, to be too early to conclude 
that it is insoluble. It is not impossible or even improbable 
that, after still more patient effort, sufficient success may 
be achieved to assure Canada of much greater equity among 
its regions and a more economic exploitation of its resources 
than is now being achieved. 
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GENERAL NOTES 
Our Contributors This Month 


JOHN S. ALLELY who writes on “Dominion-Provincial Re- 
lations” in this issue was born and educated in Ontario, 
is a graduate of Queen’s University, has studied at Harvard 
University and taught at McMaster University and the 
Universities of Alberta, British Columbia and Manitoba. He 
was associated with the preparation of the brief presented 
by the Province of Alberta before the Royal Commission on 
Dominion-Provincial Relations and with the work of the 
Commission’s experts. Mr. Allely is at present completing 
some research work in Toronto. 


Reference was made to Ropert WILLIAM GARDNER in the 
January 1939 issue when his article on ‘Marine Insurance 
and Average” was published. 


Dwicut P. Rospinson, JR. whose article “Accountants’ 
Reports and Audited Accounts from an Investment An- 
alyst’s Viewpoint” appears in this issue is a graduate of 
Harvard University (A.B.) and the Harvard Graduate 
School of Business Administration (M.B.A.). Mr. Robinson 
is a trustee and director of the Massachusetts Investors 
Trust, a director, member of the management committee 
and director of research of Supervised Shares, Inc., and a 
director of the Cambridge Trust Company. 

Rosert R. THompson has been a contributor to THE 
CANADIAN CHARTERED ACCOUNTANT On a number of occasions. 
He was born in England, became a member of the Institute 
of Chartered Accountants in England and Wales in 1910, 
was appointed Professor of Accountancy at McGill Univer- 
sity in September 1921 and was admitted a member of the 
Society of Chartered Accountants of the Province of Quebec 
in 1925. Professor Thompson has written many articles on 
Canadian economic and financial problems and has published 
a book on “Graduated Exercises in Accounting.” 


Matters of Interest to Members 


Meeting of Executive Committee—As the March issue 
of THE CANADIAN CHARTERED ACCOUNTANT was going to press 
the mid-year meeting of the Executive Committee was in 
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session. A report of the meeting will be published in the 
April issue. 

Education and Examinations—A report of the meeting 
held in Winnipeg last November on uniform examinations 
and a standardized syllabus of education for the Provincial 
Institutes of Chartered Accountants was published at pages 
464-5 of our December issue. Since then the representa- 
tives at that meeting have reported to their respective In- 
stitutes. The members of the Dominion Association will be 
gratified to learn that the recommendations of the Winnipeg 
meeting have been generally adopted by the Institutes and 
that uniform examinations for Intermediate and Final can- 
didates will be arranged for this year, the dates of writing 
to be early in December 1939. A committee of Examiners- 
in-chief is now working on the numerous details to bring 
the change into effect. 

For the information of examination candidates the 
syllabi of education for both the Intermediate and Final 
examinations are given below: 


INTERMEDIATE EXAMINATION 


Syllabus of Education Preparatory to Intermediate Examination 
of the Provincial Institutes of Chartered Accountants. 


ACCOUNTING: 


Single and double entry bookkeeping, origin, records maintained, 
statements produced and composition 

Purchase and sales transactions, instalments, voucher register 
system p 

Cash and bank transactions, reconciliations 

Accounts and bills payable and receivable 

Ledgers, general and subsidiary, controlling accounts 

Trial balance, adjustments and closing entries 

Salary and wage records 

Inventories, physical and perpetual records 

Accrued and deferred income and expenses 

Fixed assets and wasting assets, acquisition and disposal, valua- 
tion, appreciation, amortization, appraisal adjustments 

Depreciation and obsolescence, industrial, municipal, public utility, 
etc., fire losses 

Reserves and reserve funds, sinking funds, investments 

Revenue and expense accounts 

Capital and income expenditures 

Profits, determination 

Accounts of corporations: organization, capital and operation; 
acquisition of private business; classes of capital stock (issue, increase, 
reduction, conversion); bond issues and redemption; investment in 
subsidiaries; goodwill and secret reserves; surplus (earned capital, 
distributable) ; dividends; reconstructions and reorganizations; mergers 
and consolidations; holding companies 

Balance sheet, financial, trading, industrial, legal requirements, 
form and content 
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Manufacturing, trading and profit and loss accounts including 
production costs, overhead expense, distribution, etc., form and content 

Partnership accounts and comparison with limited liability com- 
panies, capital and operating, retirement of partner, dissolution, pro- 
gressive realization and distribution, sale to limited liability company 

Branch accounts and agencies 

Departmental accounting 

Analytical accounting or statement analysis, statement of com- 
parative working capital, ratio analysis of financial statements, use of 
comparative percentages, derivation and application of funds state- 
ments, etc. 


AUDITING: 

Introduction: Audit, nature and definition, objects, types and 
characteristics of each, preparation, programmes, conduct in clients’ 
offices, use of audit marks, working papers; auditors, appointment, 
powers, legal duties and responsibilities 

Audit of business transactions generally, including formation of 
single proprietorships, partnerships and companies, purchases, sales, 
cash receipts and disbursements, banking, forms of fraud and its detec- 
tion, salaries, wages, commissions, consignments, packages and empties, 
excise and sales taxes, dividends 

Verification of balance sheet, including cash and bank balances, 
accounts and bills receivable, inventories, land, buildings and equip- 
ment, deferred charges, liens and other forms of hypothecation of 
assets, loans payable, accounts and bills payable, accrued charges, long- 
term and contingent liabilities, reserves for bad debts, depreciation, 
ete., secret reserves, capital and surplus accounts, balance sheet 
notations 

Verification of surplus and operation statements 

Internal check 

Special features of limited liability companies, partnerships, joint 
ventures, single proprietorships 

Simple investigations into such matters as fire loss claims, fraud, 
etc. 

Auditors’ reports and certificates. 


FINAL EXAMINATION 


Syllabus of Education Preparatory to Final Examination of the 
Provincial Institutes of Chartered Accountants. 

Dominion income tax 

Investigations 

Reconstruction and reorganization 

Mergers and consolidations 

Cost accounting and budgetary control 

Bankruptcy 

Holding companies and consolidated statements 

Domestic and foreign agencies and branches 

Systematizing, 
and a knowledge of the accounts and the audits of all industrial, manu- 
facturing, trading and financial companies, partnerships and commer- 
cial concerns, and in particular of the following: 

Bond and investment houses 

Chain stores 

Contracting and engineering 

Co-operative marketing 

Executorships and trusteeships 

Finance corporations 

Fisheries 


211 





THE CANADIAN CHARTERED ACCOUNTANT 


LT 


Governments 

Grain 

Institutional accounts, including hospitals, hotels, clubs, etc. 
Insurance companies (fire, casualty, life) 
Investment trusts 

Loan and mortgage companies 
Lumbering 

Mining 

Municipalities 

Professional firms 

Public utilities 

Pulp and paper 

Real estate 

Stockbrokers 

Transportation companies 

Trust companies. 


Accounting Terminology Is Different 


In his address at the annual dinner of the Chartered 
Accountant Students’ Society of London which is reported 
in The Accountant of 7th January last, Mr. Tom Walton, 
Vice-President of the Institute of Chartered Accountants in 
England and Wales, stressed the importance of correct ter- 
minology. ‘The meaning of words,” he said, “is a matter 
of supreme importance to the lawyer, and also to us. An 
accountant should, above all things, be a man of clear 
thinking, but it is hardly less important that he should 
express his thoughts in clear and unequivocal language. 
Someone said: ‘When I use a word, it means just what I 
choose it to mean, neither more nor less;’ that is insufficient 
for accountants. The English language may be a difficult 
one, but it is only the bad craftsman who quarrels with his 
tools; the efficient workman will address himself to their 
mastery.” 





[EpITor’s NoTtE—Mr. Walton, we think, should not have been so 
reticent about giving the source of his quotation. Most of us also 
need to read more of the masterpieces of humour; they are as good 
as a medicine after a busy day’s practice and engagements in serious 
accounting problems. “I don’t know what you mean by ‘glory,’” said 
Alice in Through the Looking Glass. Humpty Dumpty smiled con- 
temptuously. “Of course you don’t—till I tell you. I meant ‘there’s 
a nice knock-down argument for you.’” “But ‘glory’ doesn’t mean 
‘a nice knock-down argument,’” Alice objected. ‘When I use a word,” 
Humpty Dumpty said, in rather a scornful tone, “it means just what 
I choose it to mean—neither more nor less.’’] 
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No Room For Opinion 


We are indebted to “The Spokesman,” the publication 
of the profession in Pennsylvania, for the following: 


In the course of an audit, a firm of New York accountants re- 
quested that a title opinion be furnished covering a parcel of land in 
Louisiana. The New Orleans lawyer who was retained to check the 
title, rendered an opinion tracing the title back to 1803. 


The accountants examined the opinion and wrote to the New 
Orleans attorney saying, in effect, that the opinion rendered was all 
very well as far as it went, but that the title to the property prior 
to 1803 had not been satisfactorily covered. The New Orleans attorney 
replied as follows:— 

“Dear Sirs: I am in receipt of your favor of the 5th instant in- 
quiring as to the state of the title to this property prior to the year 
1803. 

“Please be advised that in the year 1803 the United States of 
America acquired the territory of Louisiana from the Republic of 
France by purchase; the Republic of France had in turn acquired 
title from the Spanish Crown by Conquest, the Spanish Crown having 
originally acquired title by virtue of the discoveries of one Christopher 
Columbus, a Genoese sailor, who had been duly authorized to embark 
upon his voyages of discovery by Isabella, Queen of Spain; Isabella, 
before granting such authority, had obtained the sanction of His 
Holiness, the Pope; the Pope is the vicar on earth of Jesus Christ; 
Jesus Christ is the son and heir apparent of God; God made Louisiana.” 


The Ellerman Name in Shipping 


The London Daily Mail Year Book 1938 in commenting 
on some of the great fortunes that have been willed in 
Great Britain in recent years makes reference to the estate 
of the late Sir John Ellerman, F.C.A., who was reputed to 
be one of the wealthiest men in England at the time of his 
death on 16th July 1933. His estate was valued at 
£36,684,000. 

Sir John became an associate of the Institute of Char- 
tered Accountants in England and Wales in 1883, but his 
great wealth cannot be attributed to the practice of his 
profession. Shortly after graduation he became interested 
in the shipping industry in which he forged a brilliant 
career. 

In respect of his shipping interests The Times (London) 
in a recent weekly edition referred briefly under the title 
“A Seafaring Saga” to the development of the Ellerman 
Steamship Lines. The successful growth and prosperous 
operation of this great shipping organization was made 
possible by the “patience, perseverance and sound judg- 
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ment” of Sir John Ellerman under whose vigorous admin- 
istration it was founded and fostered. 

The company, which now operates a fleet of more than 
100 ships, has been built up since the beginning of the 
century by the acquisition of such well known shipping 
concerns as Smith’s City Line, a pioneer in the India trade, 
the Hall Line, the Mediterranean portion of the old Leyland 
Line with which Sir John was first associated, the Papa- 
yanni Line, the Westcott and Laurance Line and the Buck- 
nall Steamship Lines. 

The Times points to the history of the Ellerman Lines 
to illustrate that the story of British shipping is the story 
of the British Empire, “that the whole of our Common- 
wealth of Nations owes its inception to the courage and en- 
terprise of our Maritime ancestors.” 


LEGAL DECISIONS 


[Eprror’s Note: The following are brief summaries of recent de- 
cisions of the Canadian Courts as taken, by the kind permission of 
the Canada Law Book Company, from the Dominion Law Reports. 
In each case reference is made to the volume of the Reports where the 
full judgment may be found. It should be kept in mind that the de- 
cisions given may not in every case be final.] 


Income tax—Depreciation allowance—Minister’s discretion 


(Pioneer Laundry and Dry Cleaners Ltd. v. Minister of 
National Revenue) 


Supreme Court of Canada 


Allowance for depreciation in computing income taxes 
is discretionary with the Minister of National Revenue by 
virtue of statute, and he may refuse such allowance on 
machinery and equipment on which full depreciation had 
already been taken when belonging to a subsidiary company 
from whom they had been acquired by the corporation 
assessed for them. (The Chief Justice and Davis, J., dis- 
sented on the ground that the total disallowance of depre- 
ciation because already taken by the taxpayer’s predecessor 
was the exercise of a discretion upon a wrong principle) .— 
[1939] 1 D.L.R. 246. 


(Note: A report of this judgment was published in the January 
1939 issue of THE CANADIAN CHARTERED ACCOUNTANT.) 
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Income tax—Income accumulating in trust— 
Unascertained persons 
(Birtwistle Trust v. Minister of National Revenue) 
Supreme Court of Canada 

The income of a trust fund set up in Canada and made 
payable to the Municipal Council of Colne, England, “for 
the benefit of the aged and deserving poor,” is not assess- 
able for income taxes in Canada; it is not accumulated in- 
come for the benefit of “unascertained persons with con- 
tingent interests” taxable in the hands of the trustee. 
(Kerwin, J., dissenting, held the income taxable with in- 
terest, because the real beneficiaries were the aged and 

poor, unascertained persons) .—[1939] 1 D.L.R. 365. 


(Note: A brief report on this judgment was published in the 
January 1939 issue of THrk CANADIAN CHARTERED ACCOUNTANT. The 
judgment reverses a decision of the Exchequer Court of Canada, refer- 
ences to which appeared in the February 1938 and June 1938 issues of 
THE CANADIAN CHARTERED ACCOUNTANT.) 


Income tax—Payment of charges out of proceeds of 
production of oil well 
(Snyder v. Minister of National Revenue) 
(Applegate v. Minister of National Revenue) 
Exchequer Court of Canada 

Payments of certain costs and charges made at the re- 
quest of holders of units of production of an oil well and 
taken from the proceeds of their pooled production units 
to the extent of the claim which they undertook to settle, 
held to be payments out of “income” of the holders of pro- 
duction units and as such liable to tax.—[1939] 1 D.L.R. 
279. 

Also reported at [1938] Ex. C.R. 235. 


(Note: A report of this judgment was published in the October 
1938 issue of THE CANADIAN CHARTERED ACCOUNTANT.) 


Income tax—Personal corporation—Losses—Chief business 
(Hatch v. Minister of National Revenue) 
Exchequer Court of Canada 


A private company in which appellant owned all shares 
except four qualification shares which he controlled, being 
a “personal corporation” within the meaning of s. 2(i) of 
the Income War Tax Act, R.S.C. 1927, c. 97, does not come 
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within the ambit of the definition of “taxpayer” in s. 2(k) so 
as to be taxable under s. 10 thereof. Though in addition to 
operating a breeding farm and racing stable, the company 
from time to time disposed of securities transferred to it 
in exchange for shares and purchased others, the invest- 
ment of funds in itself cannot be said to be a business and 
the company was held to have carried on only one business, 
i.e., operating a breeding farm and racing stable; and hence 
disbursements in connection therewith should be deducted 
from profits or gains and if necessary from revenues derived 
from investments in order to determine the amount liable 
to income tax. 


Refund of taxes paid under protest cannot be claimed on 
an appeal from a decision of the Minister of National Rev- 
enue as to taxable income. Petition of right is the proper 
procedure.—[1938] 4 D.L.R. 658. 


[Epitor’s Note: A reference to the above judgment was published 
in THE CANADIAN CHARTERED ACCOUNTANT for July 1938, pp. 56-59]. 


Income tax—Whether income of trust taxable as “income” 
of settlor—Property occupied rent free 


(Malkin v. Minister of National Revenue) 
Exchequer Court of Canada 


The income of a trust is not to be taxed under s. 11 of 
the Income War Tax Act, R.S.C. 1927, c. 97, as “income” 
of the settlor of the trust when the beneficiaries are ascer- 
tained. A settlor of a trust who is permitted by the 
beneficiaries to occupy, rent free, property which had been 
transferred to the trustee, held not a “beneficiary” of the 
trust within the meaning of s. 3(e) and not the recipient of 
an “emolument” in law or in fact so as to be taxable under 
s. 11—[1939] 1 D.L.R. 200. 


Also reported at [1938] Ex. C.R. 225. 


(NoTeE: A report of this judgment was published in the September 
1938 issue of THE CANADIAN CHARTERED ACCOUNTANT.) 
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PROVINCIAL NEWS 
NEW BRUNSWICK 


Report on Financial Administration and on Accounting 
for Municipalities 


The New Brunswick Institute of Chartered Accountants 
presented to the Hon. A. P. Paterson, Provincial Minister 
of Education, Federal and Municipal Relations, on the 12th 
January, 1939, a report in two sections dealing with the 
financial administration of municipalities in New Brunswick 
and recommending a system of accounting for the munici- 
palities. 


This report and the recommendations embodied therein 
are the result of a long and intensive study undertaken 
voluntarily by the Institute following a meeting between 
the Council of the Institute and officials of the Department 
on the 6th of March, 1937. 


In the course of its research the Institute studied many 
systems in use in other Canadian provinces, in the United 
States and in most of the other English-speaking countries 
of the world, and the report can be considered to em- 
body the latest methods of municipal administration and 
accounting. 


The Montreal Gazette states of the report that it “reiter- 
ates many principles that must be kept constantly in mind 
if any systematic and sensible procedure is to be evolved 
in place of the confusion and ignorance that have too long 
characterized matters of municipal administration. With 
the main report is published another dealing with a system 
of accounting for municipalities, and wholly occupied with 
matters of detail. The name of the Institute of Chartered 
Accountants is sufficient guarantee of its merits, and in the 
main it is a collation of items which have been proved by 
experience to be best adapted to the peculiar accounting 
problems of municipalities.” It adds also that “the report 
deserves consideration not only on its intrinsic merit but 
as indication that at least one provincial Government is 
attempting to replace chaos with a province-wide uniform 
system.” 
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NOVA SCOTIA 


The following candidates were successful in the exam- 
inations recently conducted by the Institute of Chartered 
Accountants of Nova Scotia: 

Final: Augustus Irvine Barrow, Halifax, and Brenick 
Melbourne Sears, Amherst. 

Intermediate: Edwin Percy Cohn, Amherst. 

Primary: John Joseph McEachern, Sydney. 

Mr. Barrow and Mr. Sears were admitted to membership 
in the Institute on 17th February 1939. 


ONTARIO 


The annual mid-winter banquet of the Ontario Institute 
was held at the Royal York Hotel, Toronto on February 
16th and was attended by some 340 members, students and 
guests. Mr. Gordon D. Campbell, F.C.A., the President, 
occupied the chair and introduced the chief speaker, Sir 
Gerald Campbell, K.C.M.G., High Commissioner for the 
United Kingdom in Canada. 

Sir Gerald, in an address filled with humour, took as 
his text a phrase which he lifted from Mr. W. J. Cameron 
of the Ford Motor Car Company, “Great Britain is still the 
anchor of the civilized world,” but as the Toronto Evening 
Telegram rather aptly put it, “Sir Gerald took a text last 
night but didn’t let it worry him. The High Commissioner 
made an attempt to explain the English temperament and 
character and ended up by giving a good idea why he is 
considered an engaging after-dinner speaker. He did give 
some cogent reasons why Great Britain was regarded as 
the anchor of the civilized world, but in so doing he rambled 
delightfully hither and yon dropping quotations and an- 
ecdotes by the way.” 

Other speakers were Kris A. Mapp, F.C.A., who pro- 
posed the toast to the guests, D. L. McCarthy, K.C., who 
replied to this toast, and A. B. Shepard, F.C.A., who thanked 
Sir Gerald for his interesting address. 

The Institute was honoured in having as its guests, The 
Honourable Albert Matthews, Lieutenant Governor of the 
Province of Ontario; The Honourable Dr. L. J. Simpson, 
Minister of Education of the Province; D. L. McCarthy, 
K.C., Treasurer of the Law Society of Upper Canada; A. M. 
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Wiseman, Senior British Trade Commissioner in Canada; 
R. M. Firth, Trade Commissioner for New Zealand; R. R. 
Ellen, Assistant Australian Trade Commissioner; Hugh D. 
Paterson, Inspector of Income Tax, Toronto; R. G. H. 
Smails, C.A., representing Queen’s University; J. P. Pratt, 
President Empire Club of Toronto; D. H. Gibson, President 
Toronto Board of Trade; George Brigden, President Can- 
adian National Exhibition; Gordon Bongard, Honorary Sec- 
retary Toronto Stock Exchange, and the following executive 
officers of the Dominion Association of Chartered Account- 
ants who also represented their respective societies, W. E. 
Hodge, F.C.A., Moose Jaw; H. G. Norman, C.A., Montreal; 
A. E. Nash, F.C.A., Toronto; Frederick Johnson, C.A., Win- 
nipeg; A. E. Cox, F.C.A., Saint John; and A. H. Carr, C.A., 
Secretary-Treasurer. 


During the evening, the year’s graduating class was 
welcomed into membership in the Institute and prizes were 
awarded to those who passed their examinations with par- 
ticular distinction. 


The following are the successful candidates in the recent 
examinations of the Institute of Chartered Accountants of 
Ontario: 


Primary: K. W. Ball, P. T. Barnes, F. A. Bennett, Joseph 
Bohnen, F. Roy Brand, C. F. Butler, J. G. Clements, W. I. 
Cochrane, W. H. J. Coggins, D. A. Colquhoun, G. R. Cushon, 
C. B. Dales, W. J. Davy, N. L. Death, Thomson Dickson, 
Hugh Donnan, N. F. Ellison, G. P. A. Elmslie, M. C. Fish, 
A. D. Goldman, S. W. Gunn, A. E. Guyatt, J. E. Hall, M. 
A. H. Harper, G. W. Hawes, Rodney Heard, G. A. Holmes, 
C. G. Horn, A. J. Horning, W. D. Howison, C. H. Hunt, S. 
W. Jamieson, Woodrow A. Jones, J. B. Kearney, J. F. Knight, 
F. A. Matthews, R. W. Meanwell, R. I. R. Medland, P. C. 
Metherell, G. C. Mills, L. E. Moffet, J. H. Moore, N. N. 
McDermid, R. T. McGraw, D. W. McKinnon, S. R. Nicholson, 
J. T. F. Orr, J. M. Page, J. A. Partridge, R. H. Pope, W. C. 
Primeau, P. E. Richardson, J. F. Roberts, H. V. E. Slaney, 
R. S. Slater, Max Stern, D. H. Stodart, James J. Stone, 
A. M. Thornhill, R. van Tulleken, D. W. Turnbull, J. S. 
Waddell, J. E. Walsh, E. A. Welch and James Wilson. 


Intermediate: E. H. Ambrose, P. H. Ambrose, J. D. 
Anderson, G. E. Armstrong, R. D. Armstrong, A. A. Bailie, 
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Irving Beckerman, William Brody, E. K. Brunton, F. H. 
Buck, R. A. Burnes, W. E. Butler, F. W. D. Campbell, S. 
C. Costigane, M. A. Cunningham, P. E. Dupuis, J. W. Erwin, 
G. R. Ferguson, F. W. Fredenburg, Albert Freedman, J. W. 
Glendinning, Duncan L. Gordon, James Gray, W. A. Green- 
man, Murray Grossman, G. R. Herington, Harry Heyes, 
George O. Huggan, R. D. Isbister, C. W. Leask, B. W. Mat- 
thews, J. R. Morrissey, R. L. McCarthy, W. J. McDougall, 
P. G. McHardy, Jack W. Nott, W. T. O’Donnell, Meyer 
Perlmutter, John S. Petrie, R. I. Priddle, M. W. Rashkis, 
H. I. Robinson, H. C. Rogers, R. S. J. Rooney, J. T. Sher- 
barth, A. Shulman, G. P. Smith, S. E. V. Smith, N. H. 
Solmon, B. T. Stephenson, Geo. F. Stiff, B. W. Varty, A. 
D. Ward, J. G. Webb, C. R. Welch, A. C. Wilson and Frank 
W. Woods. 


Final: M. M. Bason, J. M. Blanch, P. N. Boultbee, A. I. 
Cohen, G. L. Court, R. B. Cranston, W. L. Davis, W. P. 
Deeth, E. M. Denholm, W. F. Fallis, H. C. Gordon, Thos. 
Grandin, W. M. Griffith, D. D. Gurarie, W. G. Henning, M. 
A. Honeywell, R. J. Hough, A. H. Howson, D. L. James, G. 
A. Kilner, J. M. Lavery, William Levine, A. J. Little, A. 
R. MacCallum, A. F. MacLaren, R. J. Middleton, P. E. 
Molloy, D. G. McCaig, F. K. Orme, D. 8S. Perigoe, C. A. 
Rannie, J. C. Robertson, J. C. Saddington, S. S. Speigel, 
J. J. Stephenson, D. E. Strong, J. C. Vanstone, G. E. Wilson 
and G. T. N. Woodrooffe. 


Supplemental Examinations—The following passed in all 
but one subject in the Final examination and have been 
granted a supplemental examination: Accounting, E. P. 
Allison, J. T. Bowles and J. D. Hankinson; Auditing, H. H. 
Graham and J. M. Laverdure; Economics, John E. Hicks, 
H. W. Kay and A. C. Papoff. 


Prizes—The prize winners are as follows: Primary, First 
Prize C. G. Horn, Toronto; Second Prize, R. W. Meanwell, 
Windsor ; Intermediate, First Prize, G. E. Armstrong, Tim- 
mins; Second Prize, J. D. Morrissey, Brantford; Final, In- 
stitute Gold Medal, J. C. Vanstone, Kitchener; George Ed- 
wards Prize, J. M. Blanch, Toronto; W. T. Kernahan Prize, 
E. M. Denholm, Toronto; E. R. C. Clarkson Gold Medal, 
F. K. Orme, Ottawa. 
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BOOK REVIEW 


ORIGIN AND EVOLUTION OF DOUBLE ENTRY BOOKKEEPING 
By Edward Peragallo, Ph. D. 

(Published by The American Institute Publishing Company, New York, 
1938, vellum, 172 pp., $5.00) 

It is not so long ago—even as recently as the early part of the 
century, that many people had the idea that “Double Entry” was a 
new and complicated system, and many works on Bookkeeping would 
carefully explain the difference between Single and Double Entry. If 
anyone still thinks that double entry is a new idea, a perusal of this 
work will soon disabuse their minds. 

The book is described as “a study of Italian practice from the 
fourteenth century,” and gives specimens of actual books from Genoa, 
Florence, and Venice, which, while in some respects rather elementary, 
nevertheless carry out the principles of double entry, viz., the recording 
of both sides which necessarily attach to every business transaction. 

The most ancient books mentioned are those of the Massari of 
the Commune of Genoa, dating from 1340. These are in perfect form, 
and indicate that double entry was no new thing even then. Items 
were entered directly in the ledger accounts affected, debit and credit, 
and cross indexed. At that time there was no journal, in fact the 
use of the journal was of much later date. 

In the Massari ledger is the complete account of a flyer in pepper 
taken by the Commune, which shows, to quote the author, that “with 
economic acumen common to most governments,” it was disposed of 
at a considerable loss. 

The development of double entry carried from Genoa to Florence 
and then Venice. Through the centuries improvements were made, 
and various experiments, many of which are described. As Colonel 
R. H. Montgomery indicates in his admirable foreword to the work, 
accounting was always progressive in a practical way, adapting itself 
to business procedure, not business to accounting procedure. Not 
until the 19th century did accounting theories appear, most of them 
fantastic and quite useless for practical purposes. 

There are some interesting specimens of 14th century cost ac 
counts; while rather crude, it is surprising to find them so far ad- 
vanced. Also of interest are the full narratives given to the entries, 
especially such as the following: 

“Here will be entered, God forbid, losses incurred on mer- 

chandise.” 

“Profits on merchandise will be entered here, God grant us 
health and profits, Amen.” 

“Net profit which God saw fit to allow us for the past 12 
months ended today March 1, 1364, for the fiscal period 
ae 

The references to the writers on accounting are fascinating. The 
early writers were not accountants but usually mathematicians and 
others, who, writing books of general interest, included a chapter on 
mercantile bookkeeping. 

The excellent matter and style of the author are enhanced by the 
printing and binding, the specially made paper and type (Italian old 
style), chapter initials, symbolic ornaments, etc.; and the profession 
is greatly indebted to Dr. Peragallo for his efforts and results in re- 
search and presentation, 

JOHN PARTON. 
Winnipeg, 
6th February 1939. 
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OBITUARIES 


The Late Alexander Frederick Falls 


The Institute of Chartered Accountants of On- 
tario regrets to announce the death of Alexander 
Frederick Falls at Windsor, Ontario, 8th January 
1939 at the age of 77 years. 


The late Mr. Falls had completed over thirty- 
four years of membership, having been admitted 
upon examination 27th June 1904. In 1915 he was 
elected a Fellow. Commencing practice as a public 
accountant at Chatham in 1902, he moved to 
Windsor in 1924 where he continued his practice 
until his retirement in 1934. As a hobby he under- 
took the establishment of safety instruction classes 
in Canadian schools. 


To his son and immediate relatives the Institute 
extends sincere sympathy. 


The Late J. Porter Joplin 


The Institute of Chartered Accountants of 
Manitoba regrets to record the death at Chicago 
on 24th December 1938 at the age of 79 of J. Porter 


Joplin who had been an honorary member of this 
Institute since 1914. 


Mr. Joplin was born in England and received 
his early education there; he then joined the staff 
of the Bank of Nova Scotia, and later went to 
Chicago where he commenced practice as a public 
accountant in 1888. He was actively associated 
with the Councils of the Illinois Society of Certi- 
fied Public Accountants, which he had helped to 
form, the American Association of Public Account- 
ants and its successor the American Institute of 
Accountants. He had retired from active practice 
in 1923. 








STOCK BROKERS’ ACCOUNTS 


The Late Arthur Clifford Foote 


The Institute of Chartered Accountants of On- 
tario regrets to announce the death of Arthur 
Clifford Foote at Toronto on 13th February 1939 
at the age of 37 years following a short illness. 


The late Mr. Foote was elected to membership 
on 14th February 1930 and had been associated 
with the firm of Edwards, Morgan & Company, 
chartered accountants, for over eighteen years. 


To his widow, mother and father, and immediate 
relatives the Institute extends sincere sympathy. 





STOCK BROKERS’ ACCOUNTS 
Theory and Practice 


This series of discussions on the subject of stock brokerage ac- 
counting theory and practice has been prepared by a group of members 
of the profession familiar with the subject. They desire to have it 
understood that the definitions, opinions and observations appearing 
in this column are their own and are not necessarily those of the 
Dominion Association. 

(Continued from February issue) 


The Stock Position Book—Its Function 

The function of a stock position book is, briefly, to set 
forth at the close of each day’s business the long and short 
position of all uncompleted security transactions passing 
through the books of a stock broker. Notwithstanding its 
title the book is used to record not only stocks but bonds, 
commodity options and other securities for which the broker 
is at the moment responsible. The long position, on the one 
hand, sets forth the liability of the broker to deliver secur- 
ities to third parties. The short position, on the other 
hand, shows the sources from which the broker may obtain 
these securities. At this point it should be explained that 
when a broker trades on his own account he is treated in 
exactly the same manner as a client. The function of a 
stock position book can be explained in greater detail by 
describing the book itself. 

A type of book in common use is one in loose-leaf form 
having one or more pages for each security arranged in 
alphabetical order. Each page is divided into an upper and 
a lower section in which are entered the long and short 
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positions respectively. With the exception of a space on 
the left hand side reserved for the names of accounts the 
pages are ruled with vertical columns in which will be 
entered on successive dates the number of securities due 
to or from each account. 

The liability of the broker to make delivery is set forth 
in the long position under the following headings: 

1. Due to clients on long account 

2. Due to partners or firm’s own account 

3. Due to clearing house brokers (leave-off’s, etc.) 

4. Due to non-member brokers. 


The sources from which the broker will be able to obtain 
these securities are set forth in the short position as 
follows: 

1. Held by the broker in his own box or safety-deposit 

vault or out for transfer 

2. Held by banks as collateral to loans made to the 

broker 
. Due from clients on short account 
. Due from partners or firm’s own account 
. Due from clearing house brokers (leave-off’s, etc.) 
. Due from non-member brokers. 


The foregoing classes of accounts are all shown in detail 
in the stock position book and can therefore be agreed at 
any time with the security balances appearing in their 
respective ledgers. The totals of the long and short posi- 
tions must always be in balance. 

While the actual posting medium will vary according 
to the accounting system in operation the entries in the 
stock position book are obtained in the final analysis from 
two sources—the security diary and completed purchase 
and sale contracts. The entries appear as changes in the 
balances only. For example, the purchase of ten shares of 
stock from a member broker for the account of a client 
shows up as an increase of ten shares in the number held 
in the box and as either an increase of ten shares in the 
number due to that particular client on long account or a 
decrease of ten shares in the number due from the client 
on short account. If the member broker fails to make 
delivery on the clearing date, however, the ten shares in- 
stead of being added to the number held in the box will be 
shown as due from the member broker. 


a oP CO 
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TERMINOLOGY DEPARTMENT 


The articles in this Department, unless otherwise stated, are or- 
iginally written by the Chairman of the Terminology Committee and 
submitted to the members thereof; they are afterwards revised by 
him after consideration of suggestions made by the members. 


If it should be thought that any articles include too much primary 
or elementary matter, readers are asked to realize that the Committee 
hopes these articles will be of especial value to Students-in-Accounts; 
and it is believed that, to impart a thorough understanding, too much 
emphasis cannot be placed on the fundamental principles on which 
the ideas connoted in the term defined are based. 


(Continued from February issue) 


(Editor’s Note: Because of an inquiry regarding the word 
“depreciable,” a definition of the term is included this month.) 

Depreciable: A term which is coming into use in a 
special sense in connection with income tax, and refers to 
those assets of a business on which depreciation is allowed 
by the Department of National Revenue. Thus, buildings, 
machinery, etc. are “depreciable” assets, while goodwill or 
investments are not. 


Participating Capital: Capital stock, the extent of 
whose participation in dividend distributions is not limited 
to a definite fixed amount. As common stock is participat- 
ing in the nature of things, the term is usually applied to 
preferred stock which, in addition to a fixed dividend rate, 
may also participate under certain specified conditions with 
the common stock in the remaining profits. Such additional 
dividend is known as a “participating dividend.” 


Particular Average: Used in Marine insurance, the term 
represents damage or loss either to a sailing vessel or 
steamer or to her cargo and freight which is purely acci- 
dental in its nature and not for loss arising from damage 
or expense voluntarily incurred for the benefit of all con- 
cerned. It is a loss borne wholly by the party and is so 
called in distinction from a general average for which divers 
parties contribute. See “General Average.” 


Partnership: As defined by all the Provincial Partner- 
ship Acts (with slight variations in wording), “The relation 
which subsists between persons carrying on business in 
common with a view of profit.” The relationship between 
members of an incorporated company, however, is not a 
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partnership within the meaning of the Act. In many cases 
of business combinations the question of the existence of a 
legal partnership may be difficult to decide; the Act of the 
particular province should be referred to, and in some cases 
it may be necessary to obtain a legal or judicial opinion. 


Par Value: Nominal or face value of a security. 


Par Value Capital Stock: Capital which is divided into 
shares of a designated value as specified in the instrument 
of incorporation. See “No Par Value Capital Stock.” 


Passive Debt: See “Active Debt.” 


Paying Agents: A term used by grain elevator compan- 
ies to denote their agents at country points whose business 
it is to pay cash tickets issued by the local buyer. The term 
“Paymasters” is also used, and both terms now seem to be 
giving place to the word “Payors,” a new word which does 
not seem to have the authority of any standard dictionary. 

Payroll: A book or sheet on which is listed the names 
of employees with particulars as to salaries or wages due 
on regular pay days. 

Pension Fund: Cash and investments, etc., set aside for 
the payment of pensions. It is usually (and, if employees 
contribute towards it, should be) kept entirely separate 
from the holdings and accounts of the organization whose 
employees are to benefit. 


Perjury: As defined by section 170 of the Criminal Code, 
“An assertion as to a matter of fact, opinion, belief or 
knowledge made by a witness in a judicial proceeding as 
part of his evidence upon oath or affirmation where such 
evidence is given in open court or by affidavit or otherwise 
and whether such evidence is material or not, such asser- 
tion being known to such witness to be false and being 
intended by him to mislead the court, jury or person hold- 
ing the proceeding.” See “Affidavit,” “Affirmation.” 


Permanent Asset: A term, not a very good one, some- 
times used for a capital or fixed asset. 


Permanent File: In auditing practice, the file of working 
papers necessary for all audits of a particular business, as 
distinguished from those applicable to any one year. Thus, 
the permanent file would contain the necessary extracts 
from the instrument of incorporation and the by-laws; 
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extracts from minutes; information regarding capital and 
bond issues with progressive schedules; progressive sched- 
ules of fixed assets and depreciation etc. 


Perpetual Inventory: A method of keeping records of 
the individual articles of materials or merchandise in a 
concern, usually both in quantity and cost, so that at any 
time quantities and values on hand can be readily ascer- 
tained. A separate “account” is kept for each article; and 
quantities incoming and outgoing, such as purchases, sales, 
and transfers to or from work in process, are entered 
therein. 

Person: In a legal sense, the word “Person” applies not 
only to any individual, but also to any body of individuals 
to whom rights and duties attach; e.g., a joint stock com- 
pany, which is an artificial person created by law. 


Personal Accounts: Accounts with persons (q.v.), being 
either debtors or creditors. 


Petty Cash: Cash kept on hand for small payments. See 
“Imprest.” 

Physical Depreciation: Wear and tear, as distinguished 
from such causes of depreciation as obsolescence, antiqua- 
tion, etc. 

Physical Inventory: An inventory of merchandise made 
as a result of inspection, counting and weighing, as dis- 
tinguished from an estimate of total value made by cal- 
culations, or one determined only from perpetual inventory 
records. 

Plant: A collective term for the fixtures, machinery, 
tools and equipment of a manufacturing or other indus- 
trial organization; sometimes used in a broader sense to 
include the buildings and even the land of such an organ- 
ization. Because of the possibility of misunderstanding, 
accountants should avoid using this term wherever pos- 
sible in balance sheets, statements and reports. 
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R. G. H. SMAILS, C.A., Editor 


NOTES AND COMMENT 


We recently came across a refinement of the “retail 
method of inventory” whereby a distinction was drawn be- 
tween mark-ups and mark-up cancellations and between 
mark-downs and mark-down cancellations. A mark-up can- 
cellation was a deduction that did not bring the selling 
price below the original retail, while a mark-down cancella- 
tion was an addition which did not bring the selling price 
above the original retail. Mark-up cancellations would be 
taken into consideration in computing the average percent- 
age of profit to be deducted from the inventory at retail 
to reduce it to “value,” while mark-down cancellations would 
be ignored. 


To illustrate: Merchandise that cost $100 was originally 
marked to retail at $150. A subsequent mark-down of $40 
which reduced the retail price to $110 was followed by a 
mark-down cancellation of $20 which brought the retail 
price up to $130. The average percentage of gross profit to 
be applied to the inventory of $130 would be computed as: 

100 ( aa 100 ) = 38%. 
If this merchandise, after being marked down to $110, 
was subsequently brought up to retail at $180 this would 
be effected by a mark-down cancellation of $40 and a mark- 
up of $30. The percentage of gross profit would then be 


computed as 
(SS) = ee. 

This refinement is clearly necessary if arithmetically 
precise results are to be obtained but it does not appear to 
be universally employed. 

* * * 


In March, 1938 there was made in this column in refer- 
ence to accounting for instalment sales, the statement that 
“it is difficult to discern any logic in this second method 
[whereby credit is taken for profit only as cash is received] 
since there is no rational basis for assuming any correlation 
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between the amount of a periodic cash payment and the 
realization of a profit.” While this statement still seems 
to us to be an accurate one so far as the measurement of 
income is concerned yet we feel that on that earlier occasion 
| we failed to deal with the problem of matching income 
against liquid resources available for distribution. 

The possibility that reported income may not be repre- 
sented in its entirety by excess liquid resources raises a 
problem of financial management rather than one of ac- 
counting but it is a problem on which the accountant should 
give as much help as he can. A disparity between liquid 
resources and reported income may be due to either or both 
of two things: (a) cash representing income may (as shown 
by a statement of application of funds) have been re- 
invested in fixed or non-liquid assets, and (b) some portion 
of income may not yet have been liquidated. In situation 
(a) accounting technique could clarify the financial situa- 
tion by transferring out of Earned Surplus—Distributable 
into Earned Surplus—Non-Distributable a sum equal to the 
amount so tied-up in non-liquid assets. (An imperfect ex- 
ample of this is the Reserve for Plant Extensions which is 
sometimes encountered in practice.) In situation (b) a 
similar transfer could be made for such amount as the 
financial management considered necessary to maintain 
working capital. (The minimum in relation to instalment 
sales would be the excess of profit on instalment sales out- 
standing over collections on these sales to date). 

In other words our submission is that in all circum- 
stances the whole of the gross trading profit on an instal- 
ment sale is earned during the period in which the sale is 

effected—just as is the whole of such profit on a credit 
sale. Apportionment of collections may be used as a device 
for estimating the amount of earned profit which it would 
be expedient to render non-distributable; it can have no 
bearing on the calculation of periodic income. 


* * * 


STUDENTS’ ASSOCIATION NOTES 


| QUEBEC 

! A general meeting of The Chartered Accountants 
Students’ Society of the Province of Quebec was held on 
26th January last in the Mount Royal Hotel, at which Mr. 
John J. Lomax addressed the members on “Forgeries and 
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Handwriting Identification.” Mr. Lomax, a recognized ex- 
pert on forgery who has often been consulted by the Courts, 
gave a very interesting and instructive talk illustrated by 
lantern slides. 

Mr. Jack Carter, chairman of the General Meetings Com- 
mittee, presided and Mr. F. W. Sharp, C.A., introduced the 
guest speaker. 


* * * 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by a practising 
chartered accountant of the Institute from whose examinations the 
problem is taken and represent his views and opinions. They are 
designed not as models for submission to the examiner but rather 
as such discussion and explanation of the problem as will make its 
study of benefit to the student. Discussion of solutions presented is 
cordially invited. 


PROBLEM I 


THE SOCIETY OF CHARTERED ACCOUNTANTS OF THE 
PROVINCE OF QUEBEC 


INTERMEDIATE EXAMINATIONS, APRIL, 1938 
ACCOUNTING — Question No. 3 


The following was the Trial Balance of the Angus Manufacturing 
Company for the six months ended 3lst December 1937:— 


SORA MN ERE oS Sh Cbuicaa aes Venineietine eaale $ 300 
RN INN oS) onk ba acs dedassewsuaw sew 35,000 
I aso 3.y\ vb 0 We Oaie wea bie eels 0 86 200,000 
ND ob S.Wis dds nd Ke bine oe Ne O<% $ 90,000 
Bilis and Notes Receivable ...........ccccecees 9,000 
ee ear ere ae 25,000 
eieeE UREN WU RUIN MOI Soc es winis cess seve ee 1,900 
Se NN EE I 5 5..0.0 wc 60 sis 'a re ceebisiaes 2,000 
Cash Discounts On Balls ... 2... ccc cc cccccsecs 2,200 
Cash Discounts on Purchases ....... Neiteleb ele 1,500 
Bank Charges, Exchange, etc. ................ 900 
Direct Material: Inventory, July 1 ............ 20,000 
Work-in-Process: Inventory, July1............ 72,000 
Finished Goods: Inventory, July 1 ............ 24,000 
Direct Material: Purchases. ......-.scccesences 260,000 
Direct Material: Returns and Allowances on 
UNIINNI og EG ole x GaeelS bw du bia e-niae 5 3a 4,000 
PII? IRIE So i nib oo Sew igs ce matsis eens 72,000 
DUTY WOE: TITOEE ook osc ois ce vescecicsccc 28,000 
Pacvery DERMAGOTS BRIBE 2 ones cccccsiccccecess 5,000 
General Mactory TRVORMGS 2.2. i ccccccccscccee 8,000 
NE I a ec are ikr a's ai isin s iso ie 101659: 9,000 
Factory Supplies: Consumed during period .... 5,000 
Inventory at December 31 .. 800 
Wine TMSUTRNOCS GR PAGO onc cccccccscsvvcccae 1,200 
General Repairs Factory Buildings ............ 800 
Repairs Factory Machinery and Equipment ... 1,500 
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PeROy Warns (COG) ok 6a ccc ics cc swiscdweas 70,000 
Reserve for Depreciation on Factory Buildings 10,000 
ON NINN og aanerenccoa b baie hkiala kao bene nes 38,000 
Factory Machinery and Equipment ............ 90,000 
Reserve for Depreciation on Factory Machinery 

IIE 5 oc Wainer ddiniiawerteicineswlens™ 20,000 
ES oor i oC L hs ors ds areila OH enierers 2,000 
WATGHOUBING TIXPONBSS 2... cccccsccsccccvceese 2,100 
Shipping and Delivery Expenses .............. 3,200 
General Administrative Office Expenses ....... 8,000 
TE I 5 5 wo sehen ese eos woe.eebe eens 4,000 
RR SIN leo safe ores Wc Sy aes d eee’ 9.5 wear 2,000 
Salesmen’s Salaries & Commission ............ 9,000 
PAVEPEIMIDE GO BRINBION «os ccc cc ci cccece secs 3,000 
GemSral Geis TEHSUSOS 2... ecicc cc dice sewceces 4,000 
NOs CANINE CI ok disco sds caicicviceisseee's 12,000 
Accrued Expenses Suspemse .............e-eee0% 800 
Deferred Charges to Operation ................ 700 
METRE aia eso orice prs Ainlaas.wasGianie's 3,000 
CRITE: COME BOE ooo oie e 6 ceieieiecees 250,000 

50,000 shares of no par value 

I ees ata sce ceo boa as eosin cee Ree Riereks 60,000 
NE UP IIS ats kata cbokccuwes vadelaans 1,500 
SE I io eye Ga eraobas's Reis in bile olersia 544,000 
Returns and allowances on sales .............. 4,200 


$1,010,300 $1,010,300 


(a) The following were fair valuations of their inventories at 
December 31st: 


TOC MROOEIOE Sos ks ere eeSeceec ser $21,000 
WROTE AERP TOOOES oi o.cis.cc gecweses aces 64,000 
PRMD SHOE ooo 5.9 56 boas ened mrees 22,000 


(b) The values of the Work-in-Process inventories were made 
up as follows:— 


July1 December 31 


Re I oo kK Sus sale Wea EM ex $23,000 $45,500 
REG SIE e665. 50s ON ewe deed e a cares 32,000 9,000 
Factory Overhead Expense: Variable .. 13,000 7,500 
Factory Overhead Expense: Standard .. 4,000 2,000 








$72,000 $64,000 








(c) Reserves for Depreciation were to be increased for the six 
months by the following percentages based on cost:— 


‘Factory Buildings— 8% per annum 
Factory Machinery & Equipment—12% per annum. 


These reserves do not cover provision for repairs. 


(d) In the Balance Sheet the Reserve for Bad Debts is to equal 
1% on the total Accounts, Bills and Notes Receivable outstanding at 
December 31st. 

(e) The following expenses had accrued but had not been brought 
into the books at Dec. 31st:— 
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ey I cs kw keh bs ses beunwh pense $700 
ce 300 
Salesmen’s Salaries & Commissions ............... 200 
Se ge a ee eae a 150 


(f) Adjustments have not yet been made for the following amounts 
paid in advance for the following period and still charged:— 


Er SOG I TCE ooo noo oiveec cece awsnse ses $500 
CE Se Sou ean cia awinn bb uals eed eauaiaesiowee 200 
General Administrative Expenses ................ 400 


(g) The authorised capital of the company is 100,000 common 
shares of no-par-value. 

(h) The Factory Power is obtained under a contract by which 
the company pays for what it uses. 

The following, for the period under review, are required of you 
in answer to this question. 


(1) Journal entries for the adjustments called for in (c) (d) (e) 
and (f) above. 
(2) Ledger Accounts for Work-in-Process and Trading. 
(3) Statement of Manufacturing: usual form giving full details. 
(4) Statement of Manufacturing: to show Direct Material, etc., 
absorbed into Finished Goods: Charges for the period may 
be shown in total. 
{5) Statement of Trading. 
(6) Statement of Profit & Loss: General Operations. 
(7) Statement of Net Income. 
(8) Statement of Earned Surplus. 
(9) Balance Sheet as at Dec. 31st, 1937. 
Note: If the proper figures are brought out, you may combine Nos. 5, 
6 & 7 in one statement. 


SOLUTION 
(1) Depreciation—Factory Buildings ................. $2,800. 
Reserve for Depreciation—Factory Buildings.. $2,800. 
Allowance for depreciation—6 months @ 8% per 
annum 
Depreciation—Factory Machinery & Equipment .. 5,400. 
Reserve for Depreciation—Factory Machinery 
IE iis aos .kois bcs 5855055 KN Sx 5,400. 
Allowance for depreciation—6 months @ 12% per 
annum 
ee er he hee ee ree ere ; 90. 
oe ye eo er ee ee 90. 
To increase reserve to 1% of Accounts and Bills 
Receivable 
I EINE 6 ins 56 oo alsin 60 8'n'ddo%s0 00 700. 
PROUT T “WORSE —TROIE oko ec kc ccccccccne nsec 300. 
Salesmen’s Salaries & Commissions ............ 200. 
General Factory Expense .............-. ogee 150. 
EE on ius nd Wb a's vo.0 0% oid Sve 80:0 1,350. 
To set up additional accrued expenses at Decem- 
ber 31. 


Res SIRI Sar eC Ca aa scue aun oopeweie-s 1,100. 
Fire Insurance On Pactory ......cccccccccsse 500. 
PE accu hesn dash b ews ones eSwanb sass 200. 
General Administrative Expenses ............ 400. 
To set up prepayments applicable to next period. 
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(2) WORK-IN-PROCESS 
To Opening Inventory .... $ 72,000. By Transfer to 
Direct Material ....... 255,000. Finished 
Factory Wages—Direct 72,700. Goods ...... 
Factory Wages— Balance ..... 
MONG a4 66 baa sso 28,300. 
Factory Manager’s 
ree 5,000. 
General Factory 
eee ee 8,150. 
Factory Power ........ 9,000. 
Factory Supplies ...... 5,000. 
Fire Insurance ....... 700. 
Gen. Repairs—Factory 
Factory Buildings .. 800. 
Repairs—Machinery & 
Equipment ...... 1,500. 


Depreciation—Buildings 2,800. 
Depreciation—Machin- 


ery & Equipment ... 5,400. 
$466,350. 
To Balance—Inventory ... 64,000. 


TRADING ACCOUNT 


To Returns & Allowances... $ 4,200. By Sales ....... 
Finished Goods 
Account—Cost of 


MS Siete Sows ose aws 404,350. 

Gross Profit to Profit & 
Loss Account ....... 135,450. 
$544,000. 


(3) Opening Inventory of Work-in-Process ....... 
Raw Material Consumed: 


CROMIRE TAVORAORG i665 sk eee sa ees $ 20,000. 

Purchases, less Returns & Allowances .... 256,000. 

276,000. 

Less: Closing Inventory ................- 21,000. 
SOUS IUCN so oFGia hoes Sedeaeamiowsadaecs es 


Factory Expenses: 


OE NE ooo 5 hik Sib wie tere da, cisiouiwremaKe 28,300. 
Factory Manager’s Salary ............... 5,000. 
General Factory Expenses ............... 8,150. 
IN aia a OSs 6's 5-0 v bale Sow b Ney aia aleelere 9,000. 
PII ey higieS eal Oo ar oid son's alee See wisereeae 5,000. 
a I og oss ee OOH a se wade ewes 700. 
TRGOPRITN UTD on ook oc ce tcendectesse 800. 
Repairs—Machinery & Equipment ....... 1,500. 
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$466,350. 


$544,000. 


$544,000. 


$ 72,000. 


255,000. 


72,700. 
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(4) 


Depreciation—Buildings ................. 2,800. 
Depreciation—Machinery & Equipment .. 5,400. 


Less: Closing Inventory of Work-ir-Process .. 


Cost of Goods Finished during the Period .... 


Raw Direct Factory Overhead 
Material Labour Variable Standard 


Work-in-Process,— Opening 


IE Sb cacckiene coe eae $ 23,000. $ 32,000. $138,000. $ 4,000. 
Raw Material Consumed .... 255,000. 
Direct TAbOUr ....cecceseee 72,700. 
Factory Expense ........... 52,750. *18,900. 
278,000. 104,700. 65,750. 17,900. 
Less: 
Work-in-Process—Closing 
DOE. "Sa datancaesesuss 45,500. 9,000. 7,500. 2,000. 
Goods Finished .............. $232,500.  $ 95,700 $ 58,250. $ 15,900. 
* Consists of: 
Factory Manager’s Salary ... 5,000. 
Fire Insurance .............. 700. 
Depreciation—Buildings ..... 2,800. 
Depreciation—Machinery ..... 5.400. 
18,900. 
(5), (6) and (7) 
MEME NE ck oika bos case eah sce Kes coe Ss $544,000. 
Less: Returns & Allowances ......... 4,200. 





Factory Cost of Goods Sold ........ 


Gross Profit from Sales ............. 
Warehousing & Delivery Expenses: 
Warehousing Expenses ......... $ 2,100. 
Shipping & Delivery ............ 3,200. 5,300. 


Selling Expenses: 
Salesmens’ Salaries & Commissions 9,200. 


Advertising & Samples ......... 2,800. 

General Selling Expenses ...... 4,000. 16,000. 
General & Administrative Expenses: 

General Office Expenses ......... 8,400. 

DOIBOIOTS FOOD onc ccc sccacses 4,000. 

OO re 2,000. 

Salaries: General Office ........ 12,000. 


Bad Debt Account: 
Bad Debts written off $1,900. 
Increase in Reserve .. 90. 1,990. 


Bank Charges, Exchanges, etc. .. 900. 29,290. 
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66,650. 


466,350. 
64,000. 


$402,350. 


Total 


$ 72,000. 
255,000. 


466,350. 


64,000 


$402,350. 


$539,800. 
404,350. 


$135,450. 





(8) 


(9) 
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Financial Expenses: 








Bond IMSTOs «oso sss iscc seas 1,500. 
Cash Discounts (net) .......... 700. 2,200. 52,790. 
NET PROFIT FOR THE PERIOD 
COD;CCE C6 TACOMS TAK) ised vececditcccccse $ 82,660. 
STATEMENT OF EARNED SURPLUS 
PERRO AL CRONE US 2 sie ,070 oie 05,510.06 a0 aie sda sie a neewieare $ 3,000. 
Add: Net Profit for Six Months to December 31, 
from Profit atid Loss ACCOUNE «. o-0..5.6sececsees 82,660. 
Balance at credit, December $1 2... i cccccccsccsvccveseess $85,660. 
ANGUS MANUFACTURING COMPANY 
BALANCE SHEET AS AT DECEMBER 31, 1937 
ASSETS 
Current: 
Ce Th FED ik ai iiib se dic wswws $300. 
CORT Of DODANE: o.c.oi00. 5 iicscese 35,000. 
Accounts Receivable ............ $200,000. 
Bills & Notes Receivable ........ 9,000. 
209,000. 
Less: Reserve for Bad Debts .... 2,090. 206,910. 
Inventories: 
BAW BIRUOTIOIS: 0606 s0csecs 21,000. 
Work-in-Process ............ 64,000. 
Finished Goods ............ 22,000. 107,000. $349,210. 
DEFT ON GNC Sook haces cha wes 1,800. 
Fized: 
I bis 0 hoc w wis xs wae cies Wawrere 38,000. 
Factory Buildings ...........ee. 70,000. 
Less: Reserve for Depreciation .. 12,800. 57,200. 
Machinery & Equipment ........ 90,000. 
Less: Reserve for Depreciation .. 25,400. 64,600. 
Office Equipment ............... 2,000. 161,800. 
$512,810. 
LIABILITIES 
Current: 
MOTE ORMOND 6 osc sna p80 8S sw sae 5. $90,000. 
BA Ee IGIES PAZEDIC 2.0. ok cccccceecs 25,000. 
SPIE SGU 50 60.5.8 60's 5 sie ele 80'S SOM 2,150. $117,150. 
EI OG 5 oes n so cae age 4 are eaten 60,000. 





THE CANADIAN CHARTERED ACCOUNTANT 


Capital Stock: 
Authorized: 100,000 shares of no par value 
Issued: 60,000 shares 250,000. 
Earned Surplus: (subject to Income Tax for period of 
Six Months to December 31, 1937) .. 85,660. 


$512,810. 


ES CIPI: ao or 6b mFS ES WSK Seid oases 


PROBLEM II 
THE SOCIETY OF CHARTERED ACCOUNTANTS OF THE 
PROVINCE OF QUEBEC 
FINAL EXAMINATIONS, MAY 1938 


ACCOUNTING “B” — Question No. 3 

S and Company, a firm of investment bankers underwrote the 
whole of the issue of 5% First Mortgage Bonds, and all the 6% 
Preferred shares of a re-organized company, and further agreed to 
take up at $15.00 per share, any of the no par value common shares 
not subscribed for by the old shareholders, who were given subscription 
rights on 75,000 shares. 

The bond issue was $750,000 and the issue of preferred 15,000 
shares of $100 par value, and in consideration of an amount paid 
equal to the face value of the bonds and the par value of the preferred 
stock, the underwriting firm received as a bonus 22,000 shares of 
the no par value common stock. 

S and Company then sold $200,000 of bonds and 5,000 shares of 

preferred stock, together with 5,000 shares of common stock to each 
of two other firms of investment bankers, for $690,000 each. One of 
these firms—X and Company—paid for the securities taken by them 
in full; while the other firm—Y and Company—paid $500,000 on ac- 
count. 
The three firms then formed a Syndicate, with S and Company 
as Managers, X and Company and Y and Company contributing the 
whole of the securities purchased by them, and S and Company the 
remaining bonds and preferred shares which they held, together with 
one share of common for each preferred share, and made a public 
offering. 

The offering was not a complete success, but all the bonds were 
sold at 98, and 12,900 shares of Preferred (each share carrying a 
bonus of one common share) were sold at 102. The proceeds of the 
sales were collected by the three firms as follows: 

Sand Company Xand Company Y and Company 
Bonds (face value) ... $280.000 $280,000 $190,000 
Preferred (shares) ... 4,400 4,200 4,300 

It was then agreed that the syndicate be dissolved, and the remain- 
ing shares returned to the participating firms pro-rata. 

S and Company then took up at the agreed price of $15.00 per share 
18,400 shares of common which had not been subscribed. 

They subsequently sold the remaining preferred shares at 88 (with 
no bonus of common), and disposed of the common shares at an 
average price of $12.50 per share. 

Ignoring interest, commissions, or dividends, draw up the necessary 
accounts in S and Company’s books to record all the above transactions 
—including those of the syndicate—so as to show the profit or loss 
realized, and the amounts due to, or from, X and Company and Y and 
Company at the time of dissolution of the syndicate, 
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xX. & COMPANY 
Dr. ‘ Balance 


Securities of... & Company pur- 

chased ; $690,000. 
Cash ; 
Sales for Syndicate Account .... 0. 702,800. 
Proceeds of Sales from Syndicate 

Account 634,600. 68,200. 


Y. & COMPANY 
Securities of... & Company pur- 
chased : $690,000. 
Cash 500,000. 190,000. 
Sales for Syndicate Account .... 624,800. 814,800. 


Proceeds of Sales from Syndicate 
Account 634,600. 180,200. 


PROFIT & LOSS ACCOUNT 


Profit from Underwriting Account 
Securities of & Company 23,450. 23,450. 





